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Without limitation, Versant Object- Database, VDS, Versant®, FastObjects, Versant JDO, Versant
Open Access, Vedding, Vitness, Vhistle, Visper, Vorkout, reVind, Varehouse, db4o, db4objects and
other Versant product names referred to herein are trademarks of Versant in the United States and/or
other countries. All other corporate or trade names or service marks referred to in this report are the
names or marks of their respective owners in the United States and/or other countries.

CAUTION REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-K contains forward-looking statements within the meaning of Section 21E of the
Securities Exchange Act of 1934 and Section 274 of the Securities Act of 1933. These forward-looking
statements are based on Versant’s current expectations about our business, industry, operating results and
financial condition and reflect our current beliefs and assumptions as of the date of this report based upon
information that is reasonably available to us at the date of this report. In many cases you may identify
these forward-looking statements by words such as “will,” “should,” “may,” “might”, “believes,”
“anticipates,” “‘expects,” “intends,” “estimates” and similar expressions. These forward-looking statements
may include, among other things, projections of our future financial performance, financial condition and
trends anticipated for our business.

We caution investors that forward-looking statements are only predictions, forecasts or estimates based
upon our current expectations about future events. The forward-looking statements are not guarantees or
assurances of our future performance and are subject to significant risks and uncertainties that are
inherently difficult to assess and predict, particularly in light of the recent downturn in the United States and
global economies. Qur actual results and performance may differ materially from the results and
performance anticipated by any forward-looking statements due to these risks and uncertainties. Some of the
important risks and factors that could cause our results and performance to differ from results or
performance anticipated by this report are discussed in Item 1A of this report,—"Risk Factors"—which you
should read carefully. We undertake no obligation to revise or update any forward-looking statements in
order to reflect events or circumstances that may arise or occur after the date of this report or for any other
reason. Readers are urged to carefully review and consider the various disclosures made by Versant in this
report and in our other reponts filed with the Securities and Exchange Commission that attempt to advise
interested parties of risks and factors that may affect our business.
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PART 1
Item 1. Business
Overview of the Company

We are a leading provider of object-oriented data management software that forms a critical
component of the infrastructure of enterprise computing. We design, develop, market and support
object-oriented database management system products that companies use to solve complex data
management and data integration problems. We also provide related product support, training, and
consulting services to assist users in developing and deploying software applications based on our
products. We operate our business within a single operating segment that we refer to as “Data
Management”.

Our mission is to be a preferred vendor of core data management solutions to world-class
enterprises whose businesses require the successful management of large and complex bodies of data.
To achieve this goal our general strategy has been to develop and offer powerful, scalable and highly
reliable data management solutions capable of handling a widé array of challenging applications for
sophisticated customers in many industries. For example, we market our products to companies in the
telecommunications and defense industries, as well as to customers in several vertical markets including
technology, financial services, transportation, and health care. Our software has been used in strategic
distributed applications such as network modeling and management, fault diagnosis, fraud prevention,
service activation and assurance, and customer billing, scheduling and other applications. We strive to
continually improve our. core data management products and related tools to make our solutions both
more useful and increasingly dependable. In our research and development efforts we also strive to
make our products usable and accessible by customers using different computing or software platforms,
in order to expand the markets and industries we serve.
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We were incorporated in California in August 1988 under the name Object Sciences Corporation
and completed our initial public offering of our common stock under the name of Versant Object
Technology Company in July 1996. The name of the company was changed to Versant Corporation on
July 15, 1998. In November 2002, we acquired Mokume Software, Inc., a privately held company that
developed technology for use in real-time applications. In March 2004, we acquired Poet Holdings, Inc.
(Poet) through a merger. Prior to that merger, Poet was a provider of object-oriented data management
software headquartered in the United States, whose stock was publicly traded on the Frankfurt Stock
Exchange. In June 2004, we acquired the JDO Genic product line and its customers from JDO Genie
(PTY) Ltd,, a privately held South African company and in July 2004, we acquired FastObjects, Inc., a
private company that held North American distribution rights with respect to Poet’s FastObjects
database management product. In September 2004, we sold Poet’s Catalog solutions business. In
August of 2005, we effected a 1-for-10 reverse split of our outstanding common stock. In February
2006, we sold our WebSphere consulting business. After the close of our 2008 fiscal year, on
December 1, 2008 we acquired the assets of the database software business of privately-held Servo
Software, Inc. (formerly named db4objects, Inc.), which included an open source object database
software solution targeting the embedded device market. Our principal executive offices are located at
255 Shoreline Drive, Suite 450, Redwood City, California 94065 and our télephone number is”

(650) 232-2400. C '

Our website URL is www.versant.com. Other than as expressly set forth in this annual report, the
information contained in, or referred to on, our website is not a part of this annual report.

We conduct most of our administrative operations from our U.S headquarters in Redwood City,
California and the offices of our German subsidiary, Versant GmbH. Our research and development
activities are primarily conducted by our German subsidiary, Versant GmbH, which is headquartered in
Hamburg, Germany and by our Indian subsidiary, Versant India, which is headquartered in Pune, India.




In fiscal 2007 we liquidated the operations of our former U.K. subsidiary and transferred its
operations to our offices in Germany.

Industry Background

Computerized data management has evolved significantly over the past few decades. As business
computing became more sophisticated, network and hierarchical databases emerged in the 1970s to
serve growing business data requirements. In the 1980s, these types of databases were largely
superseded by relational database. technology, which continues to be a widely prevalent database
technology today. The mid to late 1980s saw the emergence of object-oriented software programming.
In object-oriented programming, smaller software building blocks called “objects”, which can perform
specific functions, are aggregated with other objects in order to create larger software systems. With the
advent of object-oriented software programming, it became possible to incorporate the unique features
and advantages of object-based software into database management solutions. Our principal products
are object-based database management software solutions, which we believe have advantages over
relational database technology. In particular, we believe that object-based database management
solutions are especially well suited for successfully addressing the complex and challenging data
management and analytical requirements of companies who need to rapidly source, update, analyze and
usc very large changing bodies of complex data for a wide variety of business applications.

Certain Industry Terms

For reference purposes we have listed below certain well-known technical terms often used in our
data management industry to assist readers in better understanding the information provided in this
report:

* AP[—means application program interface, a software source code interface that an operating
system provides to enable other software programs to use and accéss the functionality of that
operating system.

*» Application Server Software—Deployment software that is used to build and deploy Internet -
applications, including commercial websites and internal company websites and applications
requiring a higher degree of scalability than that which is typically deployed in support of
solutions for smaller user populations.

* Cache—Performance enhancing software that works with servers to improve their response times
and throughput.

* Cores—A mu]tlcore chip, i.e., a computer chip that contains more than one central processing
unit, allowing for greater mcreases in computing power in contrast to a single central processing
umnit.

* Data Integration—a broad term for a variety of techniques that enable the data from one
software system to be used in other software systems.

* Disk mirroring—a technique using specialized software, and often specialized hardware, to get
the same data on two storage disks for the purpose of increasing the reliability or making a
quick snapshot (duplicate backup) of a database.

» Fault tolerant server—a server that offers higher reliability through the use of duplicated
hardware and specialized software, so that, in the event of a failure of one database, the
surviving database can continue offering normal service.

* Java—a software programming language originally developed by Sun Microsystems.




*» J2EE-based—an application or software component that is deployed in a Java 2 ‘Enterprise
Edition (J2EE) software environments.

» JDO—Java Data Object, a standard-based Java API for Versant.

» JDBC—Java Database Connectivity, a standard in the relational database world for.processing
SQL to Java. :

» JVi—Java Versant Interface, a proprietary-based Java API for Versant.

* Object- Onemed-—ob]ect—orlented software uses smaller building blocks called objects to create
larger software systems.

» ODBC—Open Database Connectivity, a standard in relational database world for processing
SQL to other than Java.
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. Relanonal Database—Data management software that stores data as tables and columns and can
be accessed using SQL.

* Replication—a range of technical approaches that enable multiple databases to be approximately
synchronized, or to contain the same data.

* SQL—an industry standard computer software language used to retrieve and manage data,
typlcally used in relational database management systems. '

* Two-Phase Commitment—A specialized protocol for performing database transactions across
multiple distributed resources.

+ XML—A standard format used to exchange data (mformatmn) between multiple software
systems,

Overview of Our Products and Services

We provide sophisticated data- management solutions designed to address complex data
management needs. Our Versant Object Database product is used primarily by larger enterprises which
have significant large-scale data- management requirements, such as technology providers,
telecommunications carriers, government defense agencies, defense contractors, healthcare companies
and companies in the financial services and transportation industries. Since the incorporation of Poet’s
FastObjects solution into our product line in March 2004, we expanded the scope of our solutions to
also address the data management needs of smaller systems. With our acquisition of db4o in December
2008, we have recently added a database solution for the embedded device space which we plan to
continue to develop and support.

The data management needs of our customers usually involve many business functions, ranging
from usage and management of the customer’s internal data to the processing of externally originated
information such as customer enrollment, billing and payment transaction data. Our solutions have also
been used to solve complex data management issues such as fraud detection, risk analysis, yield
management, and a host of other problems that require an application specific data management
solution.

In addition to our product offerings, to assist users in their development and deployment of
applications based on the Versant Object Database, FastObjects and dbdo, we offer a variety of related
services, including consulting, training, and technical support services. We also provide customers with
maintenance and support services with respect to our products.




Benefits of Versant Solutions
Our products provide customers the following benefits for specialized data management:

* High Performance. Our object-based architecture provides direct access or navigation to stored
objects. The balanced client-server architecture of Versant products enhances performance by
efficiently distributing processing burdens between clients and servers to leverage the processing
power of networked computers.

* Highly Scalable Suppon for Distributed Computing. Our products can work in various
environments ranging from small workgroup operations to operations involving thousands of
users over wide arca networks or the Internet. This scalability can be achieved through object-
level operations and other design features.

* Reliability, Availability and Serviceability. Our Versant Object Database product offers a number
of features designed to permit continuous operation, including features providing online backup
and recovery and online modification of the database system, as well as system utilities that can
operate while the system is running. These features, together with replication and disk mirroring
provided by a Fault Tolerant Server, support continuous operation of our products.

* Language-Independent Support for Object-Oriented Programming. Our products provide native
support for the leading object-oriented software development languages of C+ +, Microsoft NET
and Java. This facilitates rapid and flexible application development by our customers and the
maintenance and evolution of complex and dynamic applications that closely model real-world
systems and processes. '

* Support for Component Architectures. The Versant Object Database client integrates with leading
J2EE application servers, including 1BM WebSphere, BEA Weblogic and Red Hat JBoss
application servers. These application servers enable users to build and deploy J2EE-based
applications that will work compatibly and directly with the Versant Object Database in order to
gain our productivity and performance advantages. ‘

* Support of Major Operating Systems. Versant products operate on a wide range of server
platforms, including UNIX platforms from Sun Microsystems, Hewlett-Packard and IBM, Linux
platforms from Red'Hat, and Microsoft Windows platforms,

* Support of Major Embedded Operating Systems. Versant products operate on a wide range of
" handheld platforms, including J2ZME, Microsoft Compact Framework, and Google’s Android.
Products
Versant Object Database (VOD)

VOD, a seventh generation object database management system, is designed to support multi-user,
commercial applications in distributed computing environments. VOD enables users to store, manage,
and distribute information that often cannot be administered effectively through traditional database
technologies, including the following types of information:

» real-time data, graphics, images, video, audio and unstructured text;

» dynamic, graph-oriented data, such as network management data and advanced financial
instruments; and )

* meta-data, data aiding integration of diverse systems, and workflow information, which together
enable the construction of applications that integrate diverse systems and add new functionality,
often making this functionality available over the Internet.




The object-oriented, balanced client-server architecture of VOD provides the basis for
high-performance, scalable distributed applications. We believe that VOD’s performance is superior
compared to relational database management systems, particularly for complex data applications, for
which VOD has the capability of processing a wide variety of abstract data types in a highly concurrent,
high performance manner. We also believe that use of VOD allows our customers, to reduce the time
they need to develop applications for their data management systems and improves their system
performance.

VOD is designed to integrate up to 65,000 databases connected over a like number of locations on
a variety of hardware and software platforms. Each database has a theoretical storage capacity of
4.6 million terabytes, an amount far beyond the actual capacity of most existing operating systems.
VOD implements a variety of database features, including two-phase commitment for distributed
transaction integrity and “database triggers” to monitor changing events and data and to notify users
and applications when specified events occur. In addition, on-line management utilities enable routine
maintenance to be performed while the database is running. These include utilities to perform backup
operations, manage log files, dynamically evolve database schema, add, delete and compress volumes on
disk storage and related functions. These utilities provide multiple levels of administrative access and
application security.

Version 7.0 of VOD includes our core object database management system, C++ and Java
language interfaces (proprietary JVI and standards-based JDO), and XML for import and export of
data into the database. By bundling these components with VOD, we believe we are enhancing the
solution that we are offering, thereby making it easier for customers to deploy applications requiring
these components. '

As part of the VOD family of solutions, we also offer our Vedding, Vitness, Vhistle, Visper,
Vorkout, reVind, and Varehouse solutions as add-on options that a customer can use in situations
requiring advanced capabilities.

» Vedding provides highly reliable operations in mission-critical environments. This product
provides transparent failure recovery by connecting database clients to synchronized copies of
the database stored on physically separate computers. If one of the databases fails due to
operating system failure, hardware breakdown or any other form of interruption, the other
database continues operation without application interruption. When the' failed database is
restored, the two databases automatically resynchronize and resume operations without any
interruption in application processing. '

* Vitness is an add-on tool for the monitoring of Versant Object Databases, designed following the
standard managing console/remote agent paradigm. The remote agent resides on the Versant
server system, while the managing console is a graphical interface running on a Versant client
system to display the ongoing activity of the monitored database.

* Vhistle add-on module for Versant Object Database supports both master-slave and peer-to-peer
asynchronous replication between multiple object servers. This can be used to replicate data to a
distributed recovery site or to replicate data between multiple local object servers for increased
performance and reliability.

* Visper allows customers to keep a secondary database near the state of the production database
for reporting and fast restore requirements. This option is especially useful for customers with
very large data sets. T

» Vorkout allows the online compaction of production database data volumes for special categories
of applications that are performing heavy data deletions. This option allows customers to ensure
continuous operations at required performance levels by eliminating performance degradation
due to fragmentation, a common problem for databases in this application category.




* relind product provides JDBC/ODBC driver connectivity, allowing the. use of standard SQL
enabled tooling to access VOD. This is especially useful for customers who use industry standard
reporting tools such as Crystal Reports and Microsoft Access.

. Vizrehouse ‘enables VOD to use the mirroring and backup features of other enterprise storage
systems to take an online backup of very large data volumes within seconds, without impacting
transaction response times. '

FastObjects

FastObjects is an object database management system designed to provide minimal administration
and work natively with the customer’s product. The primary target application for our FastObjects
product line is for use as an embedded data management system to be mtegrated in a customer’s
products. FastObjects is used in a vast range of applications, including medical devices, vending
machines, telecom equipment, and defense systems. The majority of FastObjects installations are now
running under thc Microsoft Windows Operating System.

dbdo

dbdo is an open source object database that enables Java and .NET developers to store and
retrieve any application object with only one line of code, eliminating the need to predefine or
maintain a separate, rigid data model, The dbdo product targets embedded applications and embedded
operating system deployments. We acquired dbdo in an asset purchase in December 2008 after the
close of our 2008 fiscal year; accordingly no assets, liabilities, revenues or expenses associated with this
product are reflected in our financial statements included in this report.

Services ¢

We derived approximately 37% of our revenues from services in fiscal 2008. Our services include
maintenance and support programs for our data management products, consulting services and the
development of customer-specific extensions to our products. :

Maintenance Services. We provide maintenance and technical support services for our products
that are generally available at an annual fee that varies depending on the type and level of support the
customer requires. Maintenance and support contracts, which typically have twelve-month terms, are
offered concurrently with the initial license of our product and entitle a customer to telephone support,
product upgrades, and documentation updates. For additional fees, customers may purchase a special
support package that provides dedicated support engineers and telephone support available for
24 hours per day and seven’ days a week. Maintenance contracts are typically renewable annually and
typically are paid for in advance for all products, but in some instanées maintenance and support fees
are paid in arrears. For the support of older versions of our products, we offer specific obsolescence
support options. |

' Professional Services. 'We also provide a variety of training and consulting services to assist -
customers in the design, development, training and management of applications that are built based on
our core products. Training services are offered for a variety of Versant-specific and other object-
related technologies and range from beginning to advanced levels. Consulting services are available for
analysis and design assistance, mentoring and technical information transfer, application coding, design
reviews and performance analysis. In addition, we provide custom development services to customers
that request unique or proprietary product extensions.
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Our Customers

We categorize our customers into two broad groups, End-Users and Value Added Resellers
(“VARs”). End Users are companies who use our products internally and do not redistribute our
products outside their corporate organizations. VAR customers, on the other hand, include traditional -
Value Added Resellers, Systems Integrators, OEMs and other vendors who redistribute Versant
products to third party customers, either individually or as part of an integrated product.

We license our data management products through two types of perpetual licenses—development
licenses and deployment licenses. Development licenses, typically sold on a per seat basis, authorize a
customer to develop an application program that uses our software product. Under a deployment
license, a customer is permitted to deploy an application that it has developed under a development
license from.us. End-Users generally purchase deployment licenses based on the number of central
processing units (CPUs) accessing the server that will run the application using our database
management system. For certain applications, we offer deployment licenses priced on a per user basis.
Pricing of Versant Object Database and FastObjects varics according to several factors, including the
number. of CPUs/Cores per server on which the applications run, and the number of users that are able
to access the server at any particular time. Customers may elect to simultaneously purchase
development and deployment licenses for their projects, or instead may initially purchase only a
development license and purchase a deployment license only when their applications developed on our
software are completed. Pricing of dbdo also varies according to several factors, including the number
of CPUs/Cores per server on which the applications run, and the number of users that are able to
access the server at any particular time. However, due to the open source nature of the db4o product,
for dbdo at this time we only offer use/ deployment licenses (and not development licenses).

VARs and distributors purchase development licenses from us on a per seat basis and on terms
similar to those of development licenses that we sell directly to End-Users. VARG are authorized to
sublicense deployment copies of our data management products, which are either bundled or
embedded in the VARs’ applications, directly to End-Users. VARs are required to report the
distribution of our software to us and are charged a royalty that is based either on the number of
copies of the application software that are distributed or computed as a percentage of the selling price
charged by the VAR to its end-user customers. These royalties may be prepaid in full or paid upon
deployment. .

Our Vertical Markets

Versant Object Database and FastObjects are licensed for development or deployment, or both, in
a.wide range of applications. A substantial amount of our sales is for applications in .
telecommunications, technology, defense, healthcare and financial services sectors. Many of our
customers have licensed multiple copies for use in different applications. :

Our future performance will depend in significant part on the increase in the use and sales of the
Versant Object Database and FastObjects in telecommunications, technology, defense, healthcare,
online gaming and financial market applications.and the continued acceptance of our products within
these industries. - ) ‘ B
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Sales and Marketing

Sales Channefs. 'We market and sell our products principally through our direct sales force and
through. value-added resellers, systems integrators, and distributors.

Direct Sales.” Our direct sales organization is based in our corporate offices in Redwood City,
California and Hamburg, Germany, and in some regional and other offices in the U.S. and Europe.
The direct sales organization includes field sales personnel, who are responsible for account




management, and systems engineers, who answer technical questions and assist customers in running
benchmarks against competitive products and in developing prototype applications.

Indirect Sales. Part of our sales strategy is to further develop indirect distribution channels, such
as value-added resellers and systems integrators who address new markets or industries. Systems
integrators may integrate our products with their own or those of other vendors, in order to provide a
complete solution to their customers. Under their agreements with Versant, value-added resellers and
systems integrators are typically not subject to any minimum purchase or resale requirements and can
cease marketing our products at any time. Some of our value-added resellers and systems integrators
offer products they produced by themselves or by other vendors, which may in some cases compete
with our products.

Marketing. The primary objective of our marketing efforts is to build increased visibility for
Versant and its products and to generate sales leads for our business. Our marketing programs have
included our efforts at cultivating media and analyst relations, fostering valuable investor
communications, speakers’ programs, online marketing, partner-marketing programs, sponsoring
database technology scholarship programs at the university level, and participation in conferences and
tradeshows. Our products are typically marketed through (i) development licenses, which entitle the
customer to develap applications that use a Versant software product, and (ii) deployment licenses;
which entitle the customer to sell and market product ‘applications developed through use of our
software.

Sales Process. The cycle for a complete sale of our products to new and large enterprise
customers can often exceed nine months and may extend to a year or beyond. For existing customers
with successfully deployed applications, sales cycles for new applications of our core products are
generally shorter. During the sales cycle, meetings involving both Versant technical and management
staff are conducted frequently at the prospective customer’s site and at our headquarters. As part of
their product selection process, our prospective customers typically perform a detailed technical
evaluation or benchmark of our object-based technologies, often directly comparing them to
competitive products, Upon completion of the evaluation, a customer that chooses our solution may
purchase one or more development licenses, depending upon the number of their programmers that
will develop ‘and build the customer’s application. Development licenses enable the customer to develop
applications that use our software. Additionally, a customer may purchase technical support, training
courses and consulting services. Our customers may also purchase deployment licenses from us enabling
them to deploy applications developed under a Versant development license. In some cases our
customers purchase deployment licenses at the same time they purchase development licenses. [n other
cases customers may instead defer their purchase of deployment licenses and related maintenance until
they complete the application development under their development license (a process that typically
takes at least six months and can exceed one year).

Shipping and Backlog. Our software may be either physically or electronically delivered to the
customer, If physically delivered, our software product is shipped from either our Redwood City or
Hamburg facilities and is delivered to the customer upon receipt of an approved order and a signed
license agreement. We typically do not have a material backlog of unfilled license orders at any given
time, and we do not consider backlog to be a meaningful indicator of our future performance.

International Sales and Marketing. Our international sales are recorded by our subsidiary in
Germany, which sells our products through distributors and value-added resellers, as well as directly to
end-users. For fiscal 2008, our international revenues derived from customers outside North America
made up approximately 63% of our total revenues, compared to 54% for fiscal 2007 and 63% for fiscal
2006.




Competition

Our software products compete with companies offering object and relational database
management systems. Our competitors, especially Oracle and Progress Software, have longer operating
histories, significantly greater financial, technical, marketing, service and other resources, significantly
greater name recognition, broader product offerings, larger and more established distribution channels
and a larger installed base of customers. In addition, many of our competitors have well-established
relationships with our current and potential customers and may offer broader suites of products with' a.
wide array of complementary _applicatio_ﬁs which may incentivize customers to purchase such
competitors’ data management products. We may not be able to compete successfully against current or
future competitors, and competitivg' pressures could have a material adverse effect on the business,
pricing, operating results and financial condition of the company. '

Research and Develppment

Our research and development expenses consist primarily of personnel and related expenses,
including payroll and employee benefits, expenses for facilities and payments made to outside software
development, contractors and, to a lesser degree, capiial equipment expenses. Currently our research
and development activity is conducted primarily in our Hamburg, Germany and Pune, India facilities.
In fiscal 2008, fiscal 2007 and fiscal 2006, our research and development expenses were $4.1 million,
$3.4 million and $3.1 million, respectively. We anticipate that in the future we will continue to invest
significant resources in research and development activities, particularly in Germany and India, to
develop new products, to advance the technology of our existing products and to develop new business
opportunities. ’ o '

Intetlectual Property and Other Proprietary Rights

We regard our products as proprietary. We attempt to protect our technology by relying primarily
on a combination of copyright and trademark laws, trade secrets, confidentiality procedures and
contractual provisions to protect our proprictary technology. For example, we license our software
pursuant to signed license agreements and, to a lesser extent, “shrink-wrap” licenses displayed in
evaluation downloads and in software installation screens, which impose certain restrictions on the
licensee’s ability to utilize our software. In addition, we take steps to avoid disclosure of our trade
secrets, such as requiring persons with access to our. proprietary information to execute non-disclosure
agreements, and we restrict access to our software source code. We seek to protect our software,
documentation and other written materials under trade secret and copyright laws, which afford only
limited protection. We were awarded a United States patent (No. 5,822,759} for our proprietary cache
system used within our product suites, which expires in 2015. We also have certain trademarks and
service marks. : ‘ A '

Employees

As of October 31, 2008, we and our subsidiaries had a total of 82 full time employees, of whom 14
were based in the United States, 37 in Europe, and 31 in India. Of the total, 49 employees were
engaged in engineering and technical services, 14 were engaged in sales and marketing, 2 were engaged
in the services organization, and the remaining 17 were engaged in general administration and finance.
To the best of our knowledge, none of our employees is represented by a labor union. We have not
experienced any organized work stoppage to date and believe that our relationship with our employees
is generally good.

Our future performance depends mostly upon the continued service of our key technical, sales, and
senior mahagement personnel. The loss of the services of one or more of our key employees could
have a material adverse effect on our business, operating results and financial condition.




Past Restructuring

As part of restructuring efforts we undertook in fiscal 2005 and 2006, we completed the following
transactions to refocus the Company on its core object database management business:

In February 2006, we sold our WebSphere ‘consulting business in exchange for a one-time cash
payment plus certain contingent payments payable over a 24-month period following the close of the
transaction. As a result, we have reflectéd the results of operations of our WebSphere consulting
practice for fiscal 2008, fiscal 2007 and fiscal 2006 as discontinued operations. Therefore, reported
revenues for these periods no longer include any revenues from the WebSphere consulting practice.
The results from the discontinued WebSphere operations, however, are reported as net income from
discontinued operations, net of income taxes. See Note 4 of our “Notes to Consolidated Financial
Statements” in Item 8 of this report for more information regarding this transaction,

In July 2005, we spun off our former Versant Open Access.NET {or VOA.Net) assets to
Vanatec GmbH (Vanatec), a privately held German company. Versant subsequently determined that the
equity at risk in Vanatec was not sufficient to permit Vanatec to finance its activities without additional
subordinated financial support from Versant. Therefore, we considered Vanatec a variable interest
entity in accordance with FIN 46(R), Consolidation of Variable Interest Entities (As Amended). As a
result, in accordance with FIN 46(R), Vanatec’s operating results were included in Versant’s
consolidated financial statements from July 2005 through March 27, 2006. On March 27, 2006, Versant
sold its entire equity intetrest in Vanatec to a third party investor and entered into a joint ownership
agreement with Vanatec with respect to technology previously licensed to Vanatec. As a result of this
sale of its interest in Vanatec, we were no longer required to consolidate the operating results of
Vanatec as a variable interest entity in our financial statements.

Investor Information

We are subject to the mformatlonal requitements of the Securities Exchange Act of 1934, or the
“Exchange Act” pursuant to which we file our periodic reports on Forms 10-Q, 10-K, 8-K, proxy
statements and other information with the Securities and Exchange Commission, or “the SEC”. These
reports, proxy statements and other information may be obtained by visiting the Public Reference
Room of the SEC at 100 F Street, NE, Room 1580, Washington, DC 20549, Information on the
operation of the SEC’s Public Reference Room may be obtained by calling the SEC at
1(800) SEC-0330. In addition, the SEC maintains an Internet site {at http://www.sec.gov) that contains
reports, proxy and information statements and other information regarding issuers that file
electronically.’

Financial and other information about Versant can also be accessed at our Investor Relations
website. The address of Versant’s website is: (http://www.versant.com). We make available, free of
charge, copies of our annual reports, annual reports on Forms 10-K, quarterly reports on Forms 10-Q,
current reports on Form 8-K and amendments to those reports, filed or furnished pursuant to
Section 13(a) or 15(d) of the Exchange Act, as soon as reasonably practicable after filing such materials
with the SEC
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Item 1A. Risk Factors.

This annual report on Form 10-K contains forward-looking statements regarding the Company that involve
risks and uncertainties, including, but not limited to, those set forth below, that could cause our actual
results of operations and financial condition to differ materially from those contemplated in the forward-
looking statements. The matters set forth below should be carefully considered when evaluating our business
and prospects.

We are dependent on a limited number of products, especially Versant Object Database or “VOD”.
Nearly all of our license revenues to date have been derived from our VOD product, its predecessors
and related products that add to or extend the capabilities of VOD. Consequently, if our ability to
generate revenues from VOD were negatively impacted, our business, cash flows and results of
operations would be materially and adversely affected. Many factors could negatively impact our ability
to generate revenues from Versant Object Database, including without limitation softness in demand in
the North American or European markets for enterprise software, the current downturn in the global
economy and any slowness in the U.S. or European economies or in key industries we serve, such as
the telecommunications and defense industries, the success of competitive products of other vendors,
reduction in the prices we can obtain for our products due to competitive or economic factors, the
adoption of new technologies or standards that make our products technologically obsolete and
customer reluctance to invest in object-oriented technologies. Although we have taken steps to diversify
our product line through our 2004 acquisition of Poet and its FastObjects data management product
and our December 2008 acquisition of dbdo, we still expect that sales of VOD will continue to be very
critical to our revenues for the foreseeable future. Accordingly, any significant reduction in revenue
levels from our VOD product can be expected to have a material negative impact on our business and
results of operation, ‘ ‘

Our products face significant competition from larger competitors. Our VOD, FastObjects and dbdo
products compete with products of other companies that offer database management systems. We face
substantial competition from substantially larger and well-established relational database management
companies including Oracle, Computer Associates, Sybase, IBM, and Microsoft. We also face
competition from object database companies including Progress Software Corporation and Objectivity.
Additionally, some of our prospective customers might attempt to build specialized data storage -
capability themselves using their own internal engineering resources, sometimes starting with low level
operating system functionality, and other times utilizing lower level data storage routines that are
commercially available, such as Oracle Berkeley DB, a simplified database without query processing
capability. Many of our competitors have longer operating histories, significantly greater financial,
technical, marketing, service and other resources, better and wider name recognition, broader suites of
product offerings, stronger sales and distribution channels and a much larger installed base of
customers than ours. In addition, many of our competitors have well-established relationships with our
current and potential customers. Our competitors may be able to devote greater resources to the
development, promotion, and sale of their products. They may further have more direct access to
corporate decision-makers of key customers based on their previous relationships with these customers.
Our competitors may also be able to respond more quickly to new or emerging technologies and
changes in customer requirements and may be able to obtain sales of products competitive to ours
through package sales of a suite of a variety of products for different applications that we do not offer.
We may not be able to compete successfully against our current or future competitors, and competitive
pressures could cause us to lose revenues or lower the prices for our products to increase or maintain
our sales revenues, or to take other market-responsive actions, any of which could have a material
adverse effect on our business, operating results and financial condition.

Reduced demand for our products and services may prevent us from achieving targeted revenues and
profitability. Our revenues and our ability to achieve and sustain profitability depend on continuing or
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increasing the level of overall demand for the software products and services we offer. Reduced
demand for our product line may result from competition offered by competitors or alternative
technologies, negative customer perception of our object-oriented technology or other causes, including
economic conditions that adversely affect the industries of our most significant customers, such as the
defense and telecommunications industries. In addition, we have experienced continued hesitancy on
the part of our existing and potential customers to commit to new products or services from us,
particularly in our North American markets. Any significant reduction in the demand for our products
could have a material adverse effect on our business and results of operations

Current economic conditions may harm our business and results of operations. During calendar 2008,
the U.S. and global economies slowed dramatically as a result of a variety of sericus problems,
including turmoil in the credit and financial markets, concerns regarding the stability and viability of
major financial institutions, the state of the housing markets and volatility in fuel prices and worldwide
stock markets. Given the significance and widespread nature of these nearly unprecedented
circumstances, the U.S. and global economies could remain significantly challenged in a recessionary
state for an indeterminate period of time. These economic conditions, which are beyond our control,
could cause many of our existing and potential customers to delay or reduce purchases of our products
or services for some time, which in turn would harm our business by adversely affecting our revenues,
results of operations, cash flows and financial condition. We cannot predict the duration of these
economic conditions or the impact they will have on our customers or business.

We depend on successful technology development. 'We believe that it will be necessary for us to
continue to incur significant research and development expenditures in order for us to remain
competitive. While we believe our research and development expenditures will improve our product
lines, because of the uncertainty of software development projects and risks posed by the current
economic downturn, these expenditures will not necessarily result in successful product introductions.
Uncertainties affecting the success of software development project introductions include technical
difficulties, delays in the introductions of new products, market conditions, competitive products, and
customer acceptance of and demand for new products and the operating systems they run on. We also
face certain challenges in integrating third-party technology embedded in our products. These
challenges include the technological challenges of integration, which may result in development delays,
and uncertainty regarding the economic terms of our relationship with our third-party technology
providers, which may result in delays of the commercial release of new products. In addition, if we are
required to adopt cost-conservation measures, we may be compelled to reduce the amounts of our
investment in research and development activities, which could adversely affect our ability to maintain
the competitiveness of our existing products, our ability to develop new products, and our future
research and development capabilities. Failure to continue to timely develop technologies and products
necessary for us to remain competitive is likely to have a-material and adverse effect on our business.

Our quarterly revenue levels are not predictable. Our revenues have fluctuated (in some cases
significantly) on a quarterly basis, and we expect this trend to continue. For example, in fiscal 2008, our
quarterly revenues fluctuated from a high of $6.7 million in the second quarter of 2008 to a low of
$6.0 million in the fourth quarter of 2008; in fiscal 2007, our quarterly revenues fluctuated from a high
of $5.6 million in the fourth quarter of 2007 to a low of $5.2 million in the first, second and third
quarters of 2007; and in fiscal 2006, our quarterly revenues fluctuated from a high of $4.6 million in
both the first and fourth quarters of 2006 to a low of $3.8 million in both the second and third quarters
of 2006. These quarterly fluctuations have resulted from a number of factors, including but not limited
to the following:

* delays by our customers (including customers who are resellers) in signing revenue-bearing
contracts that were expected to be entered into in a particular fiscal quarter and, in particular,
the timing of any significant sales transactions;
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« the status,of the market.for enterprise software and general macroeconomic factors that impact
our.potential customers’ capital purchasmg decrsrons for. 1nformatlon technology (or “IT”)"
-solutions, such as our products; . .- . R o Lo sl

e,

* the lengthy sales cycle assoc1ated with our products ‘which cornpltcates our ablhty to accurately
forecast the timing of our revenues;

_l . ' | B

-

. ﬂuctuatlons in domestic and foreign demand for our products and services, partlcularly in the s
telecommunications and defense markets; . 1 - —

" the extent to which we do or do not complete tasks under contracts for consulting pro]ects whtch
. must be completed in order, for us to recogmze certain revenues “under such contracts ) i

* customer and market perceptions of the value and currency of object-oriented software
technology; 1 DS . . . . . Loyt

. 'uncertamty regardlng the timing ; and scope of cistomers’ deployment of apphcatlons based on,
VOD, where revenues are contmgent upon the customers deployment of our product

» any failure.by us to timely develop and launch successful new products; : il <.
« the impact of new product introductions, both by us and by dur competitors; |

* our unwillingness to lower pnces significantly to ‘meet prtces set by our competltors or”

reductions of our prlces to meet competltlon e - °

v, N , Vo e +

« the effect of the publlcatlon by industry wnters securrtles analysts or others regardmg thelr
opinions about us, our competitors, our products and our competltors products; | o

* » customer deferrals of orders for our, products or services in anncrpatron of ptoduct
enhancements, the pending release of new product versions or new product offerlngs by us or
our competltors

) 1 [

» potential customers unwrlllngness to mvest in our products glven our size and assets

, To expand and diversify our product hne may adversely aﬁ'ect aur operaung results and may not result in
the development of successful new products. To develop new products in order to expand and dwersrfy
our product offerings beyond our core products, VOD, FastOb}ects and dbdo, will likely require
substantial marketing, rescarch and development and sales expenditures, and in some cases product
acquisition costs, with no assurance that we will receive incremental additional revenue from such new
products. To develop successful new products typically requires us to incur significant marketing
expenditures to determine viable products and -applications and target customers, as well as substantial .
research and development expenditures and_additional sales expense associated with selling new .
products to new customers. A significant portion of such expenses would likely be incurred well in .,
advance of our recognition of any revenues from such new products, and thus could adversely affect - .-
our-results of operations and cash flows for certain fiscal periods before we derive any significant ,
revenues from such new products. In addition, there can be no assurance that any new products will be
accepted in the marketplace or generate meaningful amounts of revenue or net income. Failure to-
develop successful new products may adversely affect our -ability to successfully market other products
and our. future revenues. Consequently, the Company must act carefully when making product or.
technology development decisions. In December 2008 we acquired;the dbdo database assets of Servo,
Software, with the objective of giving us a new product, as well as access to new customers and -
additional revenue opportunitics. However the financial costs of this acquisition and assocrated
operational costs may adversely affect our results of Operations for certam fiscal’ perrods

-
-
- . ‘ B Ve ' .

‘ 1 t . X . v . '
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. dependence on mdependent resellers S : ’ )
' .
. fluctuatrons in forelgn exchange rates

* compliance with multiple and conflicting laws, regulations and technology standards in different
]urrsdlctlons some of which are more burdensome and restrictive than U. S “laws;

. 1mport and export resmctnons tanffs and other regulatory restrictions;
+ difficulties in, and incréased costs of, staffmg and managing foreign operatlons

. potermally adverse tax consequences, arising from international operations and mter~company
transactions; c © . 1

+ the burdens of complylng with a vanety of forelgn laws, including more protective employment
laws in Germany,

. - . ] N , 1
+ the impact of business cycles, economic and political instability and potential hostilities outside ..
the United States; and - ) M. .

* limited ability to enforce agr_eements mtellectual property nghts and other rlghts in some
“foreign countrles ' oo

t. a0

In addition, in light of i mcreasmg global securrty and terrorism, and the recent global economic
downturn, there may be additional risks of: disruption to our international sales activities. Any )
prolonged disruption in the markets in which we derive significant revenues may potentially have a - , .
material adverse impact on our revenues and results of operations. .

4

. In order to be successful, Versant musr attract retam and motivate key employees, for whom competition
is m.tense, and fmlure to do so could seriously harm the Company, particularly given the smaller size of our
executive nwnagemen.t team. In order to effectively execute our business strategy, we must attract,
retain and motivate our executives and other key employees, including those in managerial, sales and
technical positions. Qur future performanee depends in significant part 'upon the continued service of
our key technical, sales and senior management personnel. The loss of the services of one or more of
our key employees could have a material adverse effect on our business, particularly so given the
relatively smaller size.of our executive-management team, which currently consists of Jochen Witte, our
President and Chief Executive Officer, and Jerry Wong, our Vice President Finance, Chief Financial
Officer and Secretary. In December 2008 the employment of our Executive VP of Field Operations,
who was-based in Germany, terminated and that.officer’s duties are now being assumed by Jochen
Witte, Versant’s President and Chief Executive Officer, which will increase his responsibilities. Although
we currently plan to recruit a new qualified sales executive in fiscal 2009, there can be no assurance
that we will be able to do so on a timely basis: Our future success also depends on our continuing
ability to attract, train and motivate highly qualified technical, sales and managerial personnel. We _
reduced: our workforce in connection with a restructuring of our-operations in the fourth quarter of.
fiscal 2004 and in the third quarter of fiscal 2005. These factors, constraints on our ability to offer
compensation at levels that may be offered by larger competitors and other circumstances may
adversely affect our, ability to attract and retain key management in the future. We must continue to
motivate our employees and keep them:focused on the achievement of our strategies and goals. We
retain a significant number of employees in our offices in Pune, India. There is increasing competition .
for skilled employees in the Indian market, resulting in a greater risk of employee turnover and loss of
key trained personnel there, which could'adversely impact our research and development and quality
control activitie$. In addition, we now employ a’sizable German workforce subject to German
employment law, which generally provides greater financial protection to terminated employees than "
does United States law. Consequently, failure to retain our German employees may cause us to incur
significant severance costs, which could adversely affect our operating results and financial condition.
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* the status of the market for enterprise software and general macroeconomic factors that impact
our potential customers’ capital purchasing decisions for 1nformat10n technology (or “IT”)
solutions, such as our products; :

e the lengthy sales cycle associated with our products, ‘which comphcates our ability to accurately
forecast the timing of our revenues;

* fluctuations in domestic and foreign demand for our products and services, partlcularly in the =
telecommunications and defense markets; ' . ‘

« the extent to which we do or do not complete tasks under contracts for consulting projects ‘which
must be completed in order for us to recognize certain revenues under such contracts;

* customer and markct perceptions of the value and currency of object-oriented software
technology; ° .

* uncertainty regarding the timing and scope of customers’ deployment of applicatiohs based on
VOD, where revenues are contingent upon the customer’s deployment of our product;

* any failure.by us to timely develop and launch successful new products;
¢ the impact of new product introductions, both by us and by our competitors,;

» our unwillingness to lower prices significantly to meet prices set by our competitors or
reductions of our prices to meet competition;

* the effect of the publication by industry writers, securities analysts or others regarding their
opinions about us, our competitors, our products and our competitors’ products;

¢ customer deferrals of orders for our products or services in anticipation of product
enhancements, the pending release of new product versions or new product offermgs by us or
our competitors; '

* potential customers’ unwillingness to invest in our products given our size and assets.

~ To expand and diversify our product line may adversely affect our operating results and may not result in
the development of successful new products. To develop new products in order to expand and diversify
our product offerings beyond our core products, VOD, FastObjects and db4o, will likely require
substantial marketing, research and development and sales expenditures, and in some cases product
acquisition costs, with no assurance that we will receive incremental additional revenue from such new
products. To develop successful new products typically requires us to incur significant marketing
expenditures to determine viable products and applications and target customers, as well as substantial
research and development expenditures and additional sales expense associated with selling new
products to new customers. A significant portion of such expenses would likely be incurred well in
advance of our recognition of any revenues from such new products, and thus could adversely affect
our-results of operations and cash flows for certain fiscal periods before we derive any significant .
revenues from such new products. In addition, there can be no assurance that any new products will be
accepted in the marketplace or generate meaningful amounts of revenue or net income. Failure to
develop successful new products may adversely affect our -ability to successfully market other products
and our future revenues. Consequently, the Company must act carefully when making product or
technology development decisions. In December 2008 we acquired. the dbd4o database assets of Servo,
Software, with the objective of giving us a new product, as well as access to new customers and
additional revenue opportunitics. However the financial costs of this acquisition and associated
operational costs may adversely affect our results of operations for certain fiscal periods.
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Our future revenues are substantially dependent upon our installed customers continuing to license
Versant products and renew their maintenance agreements for our products, Qur future professional services
and maintenance revenues are dependent on future sales of our software products. . We depend heavily on
our installed customer base for future revenues from licenses of additional products or upgrades of
existing products and related fees from the renewal of maintenance and support agreements. If our
existing customers do not purchase additional products, upgrade existing products or renew their
maintenance and support agreements with us, this could materially and adversely affect our business
and future quarterly and annual operating results. The terms of our standard license.arrangements
provide for a one-time license fec and a prepayment of one year of software maintenance and support
fees. Our maintenance agreements are renewable annually at the option of the customer, and there are
no minimum payment obligations or obligations to license additional software. Therefore, our current
customers may not necessarily generate significant maintenance revenues in future periods if they
choose not to renew our maintenance services. This risk may be increased in the case of long-term
customers who have not upgraded our products which they license. In addition, our customers may
choose not to purchase additional products, upgrades or professional services. Our professional services
and maintenance revenues are also dependent upon the continued use of our products by our installed
customer base. Consequently, any downturn in our software license revenues would likely have a
corresponding negative impact on the growth of our professional service revenues.

Our customer concentration increases the potential volatility of our operating results. Due to the
nature of our products a significant portion of our total revenues has been, and we believe will
continue to be, derived from a limited number of orders placed by large organizations. For example,
one customer accounted for 23% of our total revenues for the first quarter of fiscal 2008; two
customers accounted for 15%, and 14%, respectively, of our total revenues for the second quarter of
fiscal 2008; two customers accounted for 22% and 11%, respectively, of our total revenues for the third
quarter of fiscal 2008; but no one customer accounted for 10% or more of our total revenues for the
fourth quarter of fiscal 2008 or for fiscal 2008. Two customers accounted for 14% and 8%, respectively,
of our total revenues for fiscal 2007 and one customer accounted for 21% of our total revenues for the
quarter ended October 31, 2007. The timing of large orders and their fulfillment has caused, and in the
future is likely to cause, material fluctuations in our operating results, particularly on a quarterly basis.
In addition, our major customers tend to change from year to year. The loss of any one or more of our
major customers, or our inability to replace a customer making declining purchases with a new '
customer of comparable significance, could each have a material adverse effect on our business.

Our products have a lengthy sales cycle.  The sales cycle for our VOD, FastObjects and db4o. -
products varies substantially from customer to customer. This sale cycle often exceeds nine months and
can sometimes extend to a year or more, especially for sales to defense sector customers. Due in part
to the critical and strategic nature of our products and the expenditures associated with their purchase,
our potential customers are typically very cautious in making decisions to acquire our products. In
order for us to influence our customers’ decision to license our products generally requires us to
provide a significant level of education to prospective customers regarding the uses and benefits of our
products, and we frequently commit to provide that education without any charge or reimbursement.
Generally, pre-sales support efforts, such as assistance in performing benchmarking and application
prototype development, are also conducted with no charge to customers. Because of the lengthy sales
cycle for our products and the relatively large average dollar size of our individual licenses, a lost or
delayed sales transaction could potentially have a significant negative impact on our operating results
for a particuiar fiscal period. :

We may not be able to manage our costs effectively given the unpredictability of our revenues. We
expect to continue to maintain a relatively high percentage of fixed expenses. Inasmuch as we have
completed a restructuring in fiscal 2005 and 2006 to significantly reduce our operating expenses and in
fiscal 2007 reduced the rent expense for our U.S. headquarters, we might be unable to further reduce
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certain fixed expenses to accommodate any revenue reductions. However, if our forecasted revenue
does not materialize, then our business, financial condition and results of operations will be materially
harmed. ' '

We rely on revenues from the telecommunications and defense industries; and these industries are
characterized by complexity, intense competition and changes in purchasing cycles. Historically, we have
been highly dependent upon the teleccommunications industry and, more recently, we are also-becoming
increasingly dependent upon the defense industry for sales of VOD. Our success in these markets
depends, to a large extent, on the general economic conditions affecting these industries, our ability to
compete with other technology providers of solutions that directly compete with, or provide alternatives
to, our products, our ability to develop products that can successfully interoperate in different
computing environments and whether our existing and potential customers believe we have the
expertise and financial stability necessary to provide effective solutions and support in these markets on
an ongoing basis. If these conditions, among others, are not satisfied, we may not be successful in
generating additional opportunities in these markets. The defense industry may experience new cycles
of lower available technology budgets compared to previously high levels of U.S. defense spending for
operations in Iraq and Afghanistan, or as a result of changes in budgetary and spending priorities as a
result of the new U.S. presidential administration. As previously noted, the current global economy is
in a recession and, in the past, general economic downturns have also adversely affected our ability to
generate revenues from customers in the telecommunications, defense and other industries. In addition,
the types of applications and commercial products for the telecommunications and defense markets are
continuing to develop and are rapidly changing, and these markets are characterized by an increasing
number of new entrants whose products may compete with ours. As a result, we cannot predict the
future growth of (or whether there will be future growth in) these markets, and demand for object-
oriented databases applications in these markets may not develop or be sustainable. We also may not
be successful in attaining a significant share of these markets due to competition and other factors,
such as our limited size and working capital. Moreover, potential customers in these markets generally
develop sophisticated and complex applications that require substantial consulting expertise to
implement and optimize. There can be no assurance that we can hire and retain adequate skilled
personnel to provide such ongoing consulting services. '

We rely on substantial revenues generated through our international operations and will continue to do so
in the future. A large portion of our revenues is derived from customers located outside North
America, and it is critical for us to maintain these international revenues. Following our 2004 -
acquisition of Poet, which had a strong European presence, international revenues have represented a
larger percentage of our total revenues than they had prior to that time. Consequently, we maintain
offices in Germany and must conduct our operations internationally and maintain a significant presence
in international markets. For fiscal 2008, international revenues derived from customers outside North
America made up approximately 63% of our total revenues for the fiscal year, compared to 54% for -
fiscal 2007 and 63% for fiscal 2006. Our North American revenues were 37% of total revenues for
fiscal 2008, compared to 46% for fiscal 2007 and 37% for fiscal 2006. Due to the changes in our sales
management and organization, which has to some degree shifted more of our sales emphasis to -
European customers, we expect in the future to experience a somewhat stronger demand for our
products in Europe as compared to our other geographic markets, making our international revenues
even more critical to our operations and cash flows. - N

International Operations pose unique risks. - Our international operations are subject to a number of
unique risks in addition to the risks faced by our domestic operations. These risks include, but are not
limited to the following areas:

* longer receivable collection periods;

» adverse changes in regulatory requirements;
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* dependence on independent reseilers;
* fluctuations in foreign exchange rates;

* compliance with multiple and conflicting laws, regulations and technology standards in different
jurisdictions, some of which are more burdensome and restrictive than U.S. laws;

* import and export restrictions, tariffs and other regulatory restrictions;
* difficulties in, and increased costs of, staffing and managing foreign operations;

* potentially adverse tax consequences arising from international operations and inter-company
transactions;
* the burdens of complying with a variety of foreign laws, including more protective employment

laws in Germany;

* the impact of business cycles, economic and political instability and potential hostilities outside
the United States; and .

* limited ability to enforce agreements, intellectual property rights and other rights in some
foreign countries.

In addition, in light of increasing global security and terrorism, and the recent global economic
downturn, there may be additional risks of disruption to our international sales activities. Any
prolonged disruption in the markets in which we derive significant revenues may potentially have a
material adverse impact on our revenues and results of operations,

In order to be successful, Versant must aitract, retain and motivate key employees, for whom competition
is intense; and failure to do so could seriously harm the Company, particularly given the smaller size of our
executive management team. In order io effectively execute our business strategy, we must attract,
retain and motivate our executives and other key employees, including those in managerial, sales and
technical positions. Our future performance depends in significant part upon the continued service of
our key technical, sales and senior management personnel. The loss of the services of one or more of
our key employees could have a material adverse effect on our business, particularly so given the
relatively smaller size of our executive management team, which currently consists of Jochen Witte, our
President and Chief Executive Officer, and Jerry Wong, our Vice President Finance, Chief Financial
Officer and Secretary. In December 2008 the employment of our Executive VP of Field Operations,
who was based in Germany, terminated and that officer’s duties are now being assumed by Jochen
Witte, Versant’s President and Chief Executive Officer, which will increase his responsibilitics. Although
we currently plan to recruit a new qualified sales executive in fiscal 2009, there can be no assurance
that we will be able to do so on a timely basis. Our future success also depends on our continuing
ability to attract, train and motivate highly qualified technical, sales and managerial personnel. We
reduced our workforce in connection with a restructuring of our operations in the fourth quarter of
fiscal 2004 and in the third quarter of fiscal 2005. These factors, constraints on our ability to offer
compensation at levels that may be offered by larger competitors and other circumstances may
adversely affect our ability to attract and retain key management in the future. We must continue to
motivate our employees and keep them focused on the achievement of our strategies and goals. We
retain a significant number of employees in our offices in Pune, India. There is increasing competition
for skilled employees in the Indian market, resulting in a greater risk of employee turnover and loss of
key trained personnel there, which could adversely impact our research and development and quality
control activities. In addition, we now employ a sizable German workforce subject to German
employment law, which generally provides greater financial protection to terminated employees than
does United States law. Consequently, failure to retain our German employees may cause us to incur
significant severance costs, which could adversely affect our operating results and financial condition.
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Our personnel, management team and operations are located in different countries and as a result, we
may experience difficulty in coordinating our activities and successfully implementing Company goals.
Following our 2004 merger with Poet, we acquired significant operations and personnel in Europe, and
now have approximately 37 employces based in Europe whose activities must be well coordinated with
those of our U.S. workforce and our other employees. In addition, we also perform a significant
amount of engineering work in India through our wholly owned subsidiary located in Pune, India. ‘We
currently employ about 31 employees in India, which represents approximately 38% of our total
workforce. Our management team resides in both our U.S. headquarters in Redwood City, California,
where our Chief Financial Officer is located, and in our offices in Hamburg, Germany, where our Chief
Executive Officer resides. The significant geographic dispersion of our management team and our
workforce may make it more difficult for us to successfully manage our long-term objectives, coordinate
activity across the Company, and integrate our operations and business plans and causes us to incur
certain additional travel and other expenses to maintain communications between our various offices.

We are subject to litigation and the risk of future litigation. Versant and certain of its former officers
and directors were named as defendants in four class action lawsuits filed in 1998 in the United States
District Court for the Northern District of California, alleged violations of Sections 10(b) and 20(a) of
the Securities Exchange Act of 1934, and SEC Rule 10b-5 promulgated under that Act, in connection
with public statements about our financial performance. Although this case was later dismissed, there
can be no assurance that we will not be subject to similar securities-related litigation in the future. In
addition, during fiscal 2006, we settled a litigation that commenced in the last quarter of fiscal 2004 .
when we were sued by Systems America, Inc., a privately held company, in an action which alleged
that, prior to our acquisition of Mokume Software, Inc. in November 2002, persons associated with
Mokume Software misappropriated trade secrets and confidential information of Systems America,
unfairly competed with Systems America with respect to its customer relationships, and infringed
Systems America’s trademarks and trade names. Additionally, during fiscal 2008, we settled another
litigation in which a prior customer was seeking indemnification from us for costs the customer had
incurred in defending a suit brought against it by a third party, which alleged that a Versant product
that was discontinued in 2004 infringed the third party’s intellectual party. Litigation can be expensive
to defend, can consume significant amounts of management time and can result in judgments or
settlements that could have adverse effects on our results of operations, financial condition and cash
reserves. :

We will incur increased costs to comply with certain requirements of the Sarbanes-Oxley Act of 2002 and
regulations relating to corporate governance matters and public disclosure. The provisions of the Sarbanes-
Oxley Act of 2002, related rules adopted or proposed by the SEC and by the NASDAQ Stock Market
and recent accounting pronouncements, including accounting rules regarding the, cxpensing of stock
options and accounting for uncertainty in income taxes, have increased our costs to evaluate the
implications of these laws, regulations and-standards and comply with their requirements. Based on the
market price of our common stock on April 30, 2008, we became an “accelerated filer” under the
Securities Exchange Act of 1934 for our fiscal year ended October 31, 2008, which resulted in our
having to-comply with the provisions of Section 404 of the Sarbanes-Oxley. Act regarding certain
assessments and auditor attestations regarding internal control structure reporting. Compliance with
these assessment and attestation obligations has increased our general and administrative expenses. In
addition, to maintain high standards of corporate governance and public disclosure, we intend to invest
resources to comply with existing requirements and standards.

Although’ we believe we currently have adequate internal control over financial reporting, we are required
to assess our internal control over financial reporting on an annual basis, and any future adverse results from
such assessment could result in a loss of investor confidence in our financial reports and have an adverse
effect on our stock price. Pursuant 1o Section 404 of the Sarbanes-Oxley Act of 2002 (“SOX 404”), and
the rules and regulations promulgated by the SEC to implement SOX 404, we are required to furnish
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an annual report in our Form 10-K regarding the effectiveness of our internal control over financial
reporting. The report’s assessment of our internal control over financial reporting as of the end of our
fiscal year must include disclosure of any material weaknesses in our internal control over financial
reporting identified by management. Management’s assessment of internal control over financial
reporting requires management to make subjective judgments and, because this requirement to provide
a management report has only been in effect since 2004, some of our judgments will be in areas that
may be open 1o interpretation. Therefore, we may have difficulties in assessing the effectiveness of our
internal controls, and our auditors, who are required to issue an attestation report along with our
management report, may not agree with management’s assessments. Although we currently believe our
internal control over financial reporting is effective, the effectiveness of our internal controls is subject
to the risk that our controls may become inadequate. If we are unable to assert that our internal
control over financial reporting is effective (or if our auditors are unable to provide an attestation
report regarding the effectiveness of our internal controls, or qualify such report or fail to.provide such
report in a timely manner), we could lose investor confidence in the accuracy and completeness of our
financial reports, which would have an adverse effect on our stock price.

Adoption and application of accounting regulations and related interpretations and policies regarding
revenue recognition could cause us to defer recognition of revenue or recognize lower revenues and profits.
Although we use standardized license agreements designed to meet current revenue recognition criteria
under generally accepted accounting principles, we must often negotiate and revise terms and
conditions of these standardized agreements, particularly in multi-element or multi-year transactions.
As our transactions increase in complexity with the sale of larger, multi-product, multi-year licenses,
negotiation of mutually acceptable terms and conditions with our customers can exiend the sales cycle
for our products and, in certain situations, may require us to defer recognition of revenue on such
licenses. We believe that we are in compliance with Statement of Position 97-2, Sofiware Revenue
Recognition, as amended; however, these future, more complex, multi-element, multi-year license
transactions, which may require additional accounting analysis to account for them accurately, could
lead to unanticipated changes in our current revenue accounting practices and may contain terms
affecting the timing of our revenue recognition.

Charges to earnings resulting froam the application.of the purchase method of accounting for the merger
with Poet and FastObjects and our acquisition of the dbdo assets may adversely affect the market value of our
common stock. In accordance with the U.S. generally accepted accounting principles, we account for
our merger with Poet, our acquisition of FastObjects, Inc. and our fiscal 2009 acquisition of the dbdo
assets of Servo Software using the purchase method of accounting, which results in charges to earnings
that could have a material adverse effect on the market value of our common stock. Under the .
purchase method of accounting, we have allocated the total estimated purchase price of Poet and
FastObjects to net tangible assets and amortizable intangible assets based on their fair values as of the
respective dates of the closing of these acquisitions, and recorded the excess of the purchase price over
those fair values as goodwill. We will incur additional depreciation and amortization expense over the
useful lives of certain intangible assets acquired in connection with these acquisitions, which will extend
into future fiscal years. In addition, to the extent the value of goodwill or intangible assets is impaired;
we may be required to incur material charges relating to the impairment of those assets. Such
amortization and potential impairment charges could have a material impact on our results of
operations. . :

Failure to adequately protect our intellectual property could impair our ability to successfully compete.
Despite our efforts to protect our proprietary rights, unauthorized partics may attempt to copy aspects
of our products, obtain or use information that we regard as proprietary or use or make copies of our
products in violation of license agreements. Policing unauthorized use of our products is difficult and
enforcing our proprietary rights is potentially expensive. In addition, the laws of many jurisdictions do
not protect our proprietary rights to as great an extent as do the laws of the United States. Shrink-wrap
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licenses may be wholly or partially unenforceable under the laws of certain jurisdictions and copyright
and trade secret protection for software may be unavailable in certain foreign countries. Our means of
protecting our proprietary rights may not be adequate, and our competitors may independently develop
similar technologies, which they could then market and sell to our customers, which could have an
adverse impact on Qut revenues.

We may be subject to claims of intellectual property infringement. We expect that developers of
object-oriented and other technologies will increasingly be subject to infringement claims as the number
of products, competitors and patents in our industry sector grows. Intellectual property infringement
litigation can also arise from acquisitions by the Company of businesses or assets. For example, in 2004
we were served with a complaint filed by Systems America, Inc. alleging that we received
misappropriated intellectual property from Mokume Software, Inc. when we acquired Mokume in
November 2002, and that Mokume had interfered with certain business relationships of Systems
America. Although this action was settled with Systems America, a prior customer of Versant sought
indemnification from us for alleged infringement of intellectual property rights asserted against it by
Systems America with respect to a product that we discontinued in 2004. The customer’s
indémnification claims inclided secking recovery of costs it incurred in defending a now settled suit
brought against it by Systems America who had asserted that its intellectual property rights had been
infringed. The prior customer and Versant reached a settlement agreement with respect to this pending
litigation on June 3, 2008 for a cash settlement payment of $800,000 and a full mutual release of
claims. Any claim of this type, whether meritorious or not, could be time-consuming, could result in
significant litigation expenses, could cause product shipment delays and require us to enter into royalty
or licensing agreements or pay amounts in settlement of the claims or pursuant to judgments. If any of
our products or technologies were found to infringe third-party rights, royalty or licensing agreements
to use such third-party rights might not be available on terms acceptable to us, or at all, and we might
be enjoined from marketing an infringing product or technology, each of which circumstances could
have a material adverse effect on our business, operating results and financial condition.

Our common stock is listed on the NASDAQ Capital Market. The listing of our common stock on
The NASDAQ Capital Market may be perceived as a negative by investors and may adversely affect
the liquidity and trading price of our common stock. We may be unable to re-list our common stock on
The NASDAQ Global Market System, or NGMS.

We may engage in future acquisitions of businesses or assets that could dilute our shareholders and cause
us to incur debt or assume contingent liabilities. As part of our strategy, we may from time to time
review opportunities to buy other businesses or technologies that would complement our current
products, expand the breadth of our markets or enhance our technical capabilitics, or that may
otherwise offer us growth opportunities. In the event of any future acquisitions, we' potentially might
take any or all of the following actions:

« pay amounts of cash to acquire assets or businesses;

» issue stock that would dilute current shareholders’ percentage ownership;
* incur debt; andfor

» assume liabilities.

Such acguisitions also involve numerous risks, including the following:

« problems combining the acquired operations, technologies or products or integration of new
personnel; : : :

= the incurrence of substantial transaction costs to effect such acquisitions;
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* the incurrence of unanticipated costs in completing such acquisitions or in inheriting unforeseen
liabilities and expenses of acquired businesses;

+ diversion of management’s attention from our core business;

+ adverse effects on existing businéss relationships with suppliers and customers;

* risks associated with entering markets in which we have no or limited prior experience; and
- » potential loss of key employees of purchased organizations.

Pursuant to this strategy, in December 2008 we acquired from privately-held Servo Software Inc.,
for cash, assets associated with Servo Software’s db4o open source database solution for the embedded
device market. We acquired these assets with the objective of expanding our product line and obtaining
access to new customers and additional revenue opportunities. However this acquisition is subject to
many of the risks of acquisitions outlined above, including the fact that this product may generate
losses for future fiscal periods and adversely affect our results of operations. In addition, the dbdo
business employees are located in many different countries, and thus, we face additional challenges in
integrating these new personnel and retaining them. The loss of any of the dbdo team members who
joined us following the acquisition could adversely affect our business and financial objectives for this
acquisition and result in additional costs.

There can be no assurance that we will' be able to successfully integrate the dbdo business or any
other businesses, products or technologies that we might purchase in the future. )

Our stock price is volatile.  Our revenues, operating results and stock price have historically been
and may continue to be subject to significant volatility, particularly on a quarterly basis. We have
previously experienced revenues and earnings results that were significantly below levels expected by
security analysts and investors, which have had an immediate and significant adverse effect on the
trading price of our common stock. This may occur again in the future. Additionally, as a significant
portion of our revenues are often realized late in a fiscal quarter, we may not be aware of any revenues
shortfall until late in a quarter, which, when announced, could result in an even more immediate and
adverse effect on the trading price of our common stock. In December 2008, our Board of Directors
approved a stock repurchase program under which the Company is authorized to potentially repurchase
up to $5.0 million worth of our outstanding common shares. Repurchases of our shares would reduce
the number of our outstanding common shares and might incrementally increase the potential for
volatility in our stock by reducing the potential volumes at which our common shares may trade in the
public markets.

Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties.

Our principal administrative, sales and marketing operations are headquartered at an
approximately 6,800 square foot office facility we lease that is located at 255 Shoreline Drive, Suite 450,
Redwood City, California 94065. Our current lease of this facility has a term of thirty-six months, which
commenced in June 2007.

Additionally, we also lease office space for our international subsidiaries in Hamburg, Germany
and Pune, India under multi-year operating lease agreements, We believe that all of our current
facilities are in reasonably good operating condition and will be adequate for our requirements for the
next several years. Based on current commercial real estate market conditions, we believe that we will
be able to lease alternative comparable facilities in Germany, India or in U.S if required to do so.
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Item 3. Legal Proceedings.

We may from time.to time be subject to various legal proceedings in the ordinary course of
business. Currently, we are not subject to any material legal proceedings required to be disclosed under

this Item 3. .

Item 4. Submission of Matters te a Vote of Security Holders.

No matters were submitted to a vote of our security holders during the fourth quarter of fiscal
2008.
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PART 11
Item 5. -Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer

Purchases of Equity Securities. L
Price Range of Common Stock

Our common stock is listed on the Nasdag Capital Market under the symbol “VSNT.” Our
common stock commenced trading on the Nasdaq National Market on July 18, 1996. From July 19,
1999 until March 7, 2000, our common stock was traded on the Nasdaq SmallCap Market. From
March 8, 2000 until September 30, 2002, our common stock was traded on the Nasdaq National
Market. Our common stock has been traded on the Nasdaq Capital Market (formerly the Nasdag
SmallCap Market) since October 1, 2002. We requested that listing of our common stock be transferred
to the Nasdaq Capital Market as of October 1, 2002 since it then seemed unlikely that, in the near
term, we would continue to be able to satisfy the then-applicable listing criteria of the Nasdaq National
Market System.

The following table lists the high and low bid prices of our common stock reported on the Nasdaq
Capital Market for the periods indicated during the last two fiscal years.

Fiscal year ended October 31, 2008 High Low
Fourth quarter . ........ .. .. . .. $30.50 $14.99
Third QUATtEr . . . ... o e $33.44 $24.02
Second QUATTET . . .. ..ttt i e e $31.14 $23.46
First quarter .. ..... ...ttt e $30.32  $18.66

Fiscal year ended October 31, 2007
Fourth quarter . . ........ ...t it $22.87 $18.40
Third quarter . . . ... ..t i e e $25.10 $18.02
Second QUATTET . . . - o vt e e e et e $19.70 $13.71
First qUarter .. ... ... ..ttt e e $15.15 $10.06

Shareholders

There were approximately 95 holders of record of our common stock as of January 6, 2009. We
believe that a significant number of beneficial owners of our common stock hold their shares in street
name. Based on information available to us, we believe that there are approximately 2,709 beneficial
owners of our common stock.

Dividend Policy

We have neither declared nor paid any cash dividend on our common stock in the past. We
currently intend to retain future earnings, if any, to fund development and growth of our business and,
therefore, do not anticipate that we will declare or pay cash dividends on our common stock in the
foreseeable future.

In connection with our merger with Poet in fiscal 2004, the holders of our then outstanding shares
of Series A Preferred Stock had their outstanding shares of Series A Preferred Stock converted into
shares of our common stock at an increased conversion rate of three shares {rather than two shares) of
common stock per each share of Series A Preferred Stock. In addition, the exercise price of certain
common stock purchase warrants held by such preferred shareholders was reduced from $21.30 to
$16.60 per share and the term of such warrants was extended by one year. As a result of these actions,
a deemed dividend in the amount of approximately $2.4 million was recorded during the three months
ended April 30, 2004, Please see Item 6 — “Selected Financial Data”,
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Recent Sales of Unregistered Securities

Versant made no issuances of unregistered securities in fiscal 2008.

Issuer Purchases of Equity Securities

No repurchases of Versant equity securities were made by or on behalf of Versant or any
“affiliated purchaser” (as defined in SEC Rule 10b-18) in the fourth quarter of our fiscal year ended
October 31, 2008, In December 2008 we announced a stock repurchase program pursuant to which the
Company was authorized to potentially repurchase up to §5.0 million of its common stock.

Stock Performance Graphs and Cumulative Total Return

The graph below compares the cumulative total stockholder return on Versant common stock with
the cumulative total return on the Nasdaq Composite Index and the Nasdaq Computer and Data
Processing Index for each of the last five fiscal years ended October 31, 2008, assuming an investment

-of $100 at thé beginning of such period and the reinvestment of any dividends. The comparisons in the
graphs below are based upon historical data and are not indicative of, nor intended to forecast, future
performance of our common stock.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Versant Corporation, The NASDAQ Composite Index
And The NASDAQ Computer & Data Processing Index

10003 1004 10008 10/08 10/07 1008

—B— Versant Corporation  — - — NASDAQ Composite .- O--- NASDAQ Computer & Data Processing

*  $100 invested on 10/31/03 in stock & index-including reinvestment of dividends. Fiscal .yeaf
ending October 31.

23




Item 6. Selected Financial Data

The selected historical financial data presented below are derived from the consolidated financial
statements of Versant Corporation. The selected consolidated financial data set forth below is qualified
in its entirety by, and should be read in conjunction with, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations,” and the Consolidated Financial Statements of Versant
and notes thereto included elsewhere in this report. '

It should also be noted that in fiscal 2004, we completed a merger with Poet on March 18, 2004,
which increased our revenues and operating expenses for part of fiscal 2004 and substantially increased
the number of outstanding shares of our common stock at fiscal year-end for purposes of computing
net loss per share in fiscal 2004. We recorded an operating loss on the liquidation -of a foreign
subsidiary for approximately $245,000 for fiscal 2007, and incurred restructuring charges of
approximately $218,000, $638,000 and $3.3 million for fiscal 2006, 2005 and 2004, respectively, and
charges of approximately $12.9 million and $1.0 million related to impairment of goodwill and
intangible assets for fiscal 2005 and 2004, respectively, and a deemed dividend to preferred
shareholders of $2.4 million in fiscal 2004. In addition, in fiscal year 2005 and prior fiscal years we
determined stock compensation expense according to then-effective APB Opinion No. 25, whereas in
fiscal years 2006, 2007 and 2008 we determined stock-based compensation expense in accordance with
Statement of Financial Accounting Standards 123(R). Each of the above items has an impact on the
comparability of the selected financial data presented in Item 6 of this report.

Fiscal Year Ended October 31,
2008 2007 2006 2005 2004
(in thousands, except for per share amounts)

Consolidated Statements of Qperations Data:

Total Tevenues . . ........ .., $25,298 $21,150 $16,745 $ 15746 $ 17,697
Net income (loss) from continuing operations . ... §$ 9391 § 7329 § 3,602 $(14,971) §$ (7,952)
Deemed dividend to preferred shareholders. . . . . . 5 — 3 — 85 — 3 — 52422
Net income (loss) from continuing operations

attributable to common shareholders . ... ... .. $9391 $ 7329 33,602 $(14,971) $(10,374)

Net income (loss) per share from continuing

operations attributable to common shareholders,

basic . ... e $ 252 § 20 § 101 $ (423) $ (3.33)
Net income (loss) per share from continuing

operations attributable to common shareholders,

diluted . . ... ... $ 248 3§ 198 $ 101 § (423) $ (333)
Basic weighted average shares outstanding . . . .. .. 3,729 3,649 3,577 3,539 3,117
Diluted weighted average shares outstanding . . . .. 3,783 3,708 3,584 3,539 3,117
Consolidated Balance Sheet Data: -

Cash, cash equivalents and short-term investments . $27,234 $19,086 § 8,231 §$ 3958 §$ 3,313
Total a@ssets .. ...t e e $38,561 §$30,466 $20,261 $ 16,246 $ 32,545
Total long-term liabilities . .................. $ 374 $ 674 $ 770 § 897 $ 1,400
Total stockholder’ equity. . .................. $33,154 $23,165 $13,792 § 8988 $ 22,879
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

As indicated in the paragraph above in Item 1 of this repon, this Form 10-K (including this ltem 7)
contains centain forward-looking statements within the meaning of the Securities Exchange Act of 1934 and
the Securities Act of 1933. These forward-looking statements are based on Versant's Current expectations
about our business, industry, operating results and financial condition and reflect our current beliefs and
assumptions as of the date of this report based upon information that is reasonably available to us at the
date of this report. In many cases you may identify these forward-looking statements by words such as
“Will " “should,” “may,” “might;” “believes,” “anticipates,” “expects,” “intends,” “estimates” and similar
expressions. These forward-looking statements include, among other things, projections of our future
financial performance, financial condition and trends anticipated for our business. We caution investors that
forward-looking statements are only predictions or estimates based upon our current expectations about
future events. The forward-looking statements are not guarantees or assurances of our future performance
and are subject to significant risks and uncertainties that are inherently difficult to assess and predict. Our
actual results and performance may differ materially from the results and performance anticipated by any
forward-looking statements due to these risks and uncertainties, some of which are discussed in ltem 1A of
this report under the heading “Risk Factors.”. Readers are urged to carefully review and consider the various
disclosures made by us in this report and in our other reports filed with the Securities and Exchange
Commission that attempt to advise interested parties of the risks and factors that may affect our business,
financial performance or financial condition. '

Background and Overview

We design, develop, market and support high performance object-oriented database management
systems and provide related maintenance and professional services. Our products and services address
the complex data management needs of enterprises and providers of products requiring data
management functions. Our products and services collectively comprise our single operating segment,
which we call “Data Management”.

Our end-user customers typically use our products to manage data for business systems and to
enable these systems to access and integrate data necessary for the customers’ data management
applications. OQur data management products and services offer customers the ability to manage
real-time, XML and other types of hierarchical and navigational data. We believe that by using our
data management solutions, customers cut their hardware costs, accelerate and simplify their
development efforts, significantly reduce administration costs and deliver products with a significant
competitive edge. Y '

Our Data Management business is currently comprised of the following key products:

* Versant Object Database or “VOD”, previously known as VDS, a seventh generation object
database management system that is used in high-performance, large-scale, real-time
applications. We also offer several optional ancillary products for use with Versant Object
Database to extend Versant Object Database’s capabilities, provide compatibility and additional
protection of stored data.

-

* FastObjects, an object-oriented database management system that can be embedded as a high
performance component into customers’ applications and systems,

* db4o, an open source object database software solution targeted towards the embedded device
market.

Qur Versant Object Database product offerings are used primarily by larger organizations, such as
technology providers, telecommunications carriers, government defense agencies, defense contractors,
healthcare companies and companies in the financial services and transportation industries, each of
which have significant large-scale data management requirements. With the incorporation of Poet’s
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FastObjects solution into our product line following our March 2004 merger with Poet, we expanded
the scope of our solutions to also address the data management needs of smaller business systems,
With the recent acquisition of db4o in December 2008, we further expanded the scope of our solutions
to include the embedded device market. '

Our customers’ data management needs can involve many business functions, ranging from
management of the use and sharing of a company’s internal enterprise data to the processing of
externally originated information such as customer enrollment, billing and payment transaction data.
Our solutions have also been used to solve complex data management issues such as fraud detection,
risk analysis and yield management.

In addition to our product offerings, to assist users in developing and deploying applications based
on Versant Object Database, FastObjects and dbdo, we offer a variety of services, including consulting,
training and technical support services.

We license our products and sell associated maintenance, training and consulting services to
end-users through our direct sales force and through value-added resellers, systems integrators and
distributors.

In addition to these products and services, we resell related software developed by third parties. To
date, substantiaily all of our revenues have been derived from the following data management products
and related services: '

+ Sales of licenses for Versant Object Database and FastQbjects;
* Maintenance and technical support services for our products;
* Consulting and tréining services;

* Nonrecurring engineering fees received in connection with providing services associated with
Versant Object Database;

The resale of licenses, and maintenance, training and consulting services for third-party products
that complement Versant Object Database;

* Reimbursements received for out-of-pocket expenses, which we incurred and are recorded as
revenues in our statements of income.

We acquired our newest product, dbdo, through an asset purchase we consumimated in December
2008, after the close of fiscal 2008. Consequently, the financial statements included in this report and
the discussion of our financial results for fiscal years ended 2006 through 2008 in the remainder of this
Item 7 do not reflect any revenues, expenses or other business activity related to the dbdo product.

Financial Highlights for Fiscal 2008

* Our net revenues in fiscal 2008 were $25.3 million, an increase of $4.1 million {or 20%) from
net revenues of $21.2 million in fiscal 2007. This increase in revenues was primarily due to the
closing in fiscal 2008 of several significant transactions with existing customers through both our
European and North American operations. We depend heavily on our installed customer base
for future revenues from licenses of additional products or upgrades of existing products and
related maintenance renewal fees.

* Net income for fiscal 2008 was $9.5 million compared to a net income of $7.6 million in fiscal
2007. Net income from continuing operations for fiscal 2008 was $9.4 million compared to net
income from continuing operations of $7.3 million in fiscal 2007. The increase of $2.1 million in
net income from continuing operations in fiscal 2008 was due directly to our increased revenues
in fiscal 2008. ‘ |
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* Our combined sales and marketing, research and development and general and administrative
expenses were $13.2 million in fiscal 2008, an increase of $2.0 million (or 18%) from
$11.2 million reported in fiscal 2007. This increase was primarily due to an, increase in our
general and administrative expenses, and to a lesser degree, to an increase in ~our research and
development expenses and sales and marketing expenses during fiscal 2008.

« Cash provided by operations in fiscal 2008 was $8.7 million compared to $10.0 million of cash
provided by operations in fiscal 2007.-The decrease in cash provided by operations in fiscal 2008
was primarily due to cash usage resulting in a reduction in other liabilities as a result of payment
of corporate taxes for the tax years ended in 2007 and 2008, as'well as bonuses paid in fiscal
2007 due to performance over targeted bonus levels not repeated in fiscal 2008, and to a lesser
extent, a reduction in deferred revenues and an increase in trade accounts receivable. During -
fiscal 2008, our cash and cash equivalents balance increased by $8.1 million to $27.2 million at
‘October 31, 2008 compared to $19.1 million at October 31, 2007. .

v

Fiscal 2008 and Beyond

During fiscal 2008, we focused our sales and marketing efforts on our data management products,
Versant Object Database and FastObijects, and on related maintenance, consulting and training services.
Versant Object Database was the key focus of our marketing efforts'and the major source of our
license and service revenues in fiscal 2008. - i -

We again expect to derive most of our revenues in fiscal 2009 from Versant.Object Database and
FastObjects licenses and related services. :

On December 1, 2008 we acquired the assets of the database software business of prwatcly-held
Servo Software, Inc. (formerly dbdobjects, Inc.) for $2.4 million in cash (including $300,000 of
contingent payments). db4o is an open source object database software solution targeting the
embedded device market. It is distributed under free open source licenses to a large, open source .
community of approximately 50,000 registered members located around the world, and in some cases is
licensed on a fee-bearing basis to certain customers for redistribution.

Like many other software companies, we do not operate with a significant backlog of orders. Our
license revenues, in particiilar, are difficult to forecast The outlook into the Company’s anticipated -
performance in fiscal 2009 is much more uncertain than in prior years, due principally to the recent
significant worldwide recession. However, we currently expect our business to be at a level essentially
comparable to fiscal 2008. Due to the recent strengthening of the U.S. dollar against the euro, a
comparable level of business activity will translate into a lower amount of dollar-denominated revenue
for the Company in fiscal 2009, assuming that the current U.S. dollar/ euro currency exchange rate
continues during fiscal 2009. Therefore, for fiscal year 2009 we currently forecast revenues of between
$22 million and $24 million, and diluted earnings per share of between $2.00 and $2.40. Without
llmltatlon the estimates and forecasts in this paragraph are forward lookmg statements.

[
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Critical Accounting Policies and Estimates .

The preparation of our consolidated financial statements requires us to make estimates and
judgments that affect the reported amount of our assets and liabilities at the date of our financial
statements and of our revenues and expenses during the reporting period covered by our financial
statements. We base these estimates and judgments on information reasonably available to us, such as
our historical experience and trends, industry, economic and seasonal fluctuations and on our own
internal projections that we derive from that information. Although we believe our estimates to be
reasonable under the circumstances, there can be no assurances that such estimates will be accurate
given that the application of these accounting policies necessarily involves the exercise of subjective
judgment and the making of assumptions regarding many future variables and uncertainties. We
consider “critical” those accounting policies that require our most difficuit, subjective or complex
judgments, and that are the most important to the portrayal of our financial condition and results of
operations. These critical accounting policies relate to revenue recognition, goodwill and acquired
intangible assets, and income taxes.

Revenue Recognition

We recognize revenues in accordance with the provisions of Statement of Position (“SOP”) 97-2,
Software Revenue Recognition, SOP 98-9, Modification of SOP 97-2, Software Revenue Recognition with
Respect to Certain Transactions, and SOP 81-1, Accounting for Performance of Construction-Type and
Certain Production-Type Contracts. Qur revenues consist mainly of revenues earned under software
license agreements, maintenance support agreements (otherwise known as post-contract customer
support or “PCS”) and, to a lesser degree, agreements for consulting and training activities.

We use the residual method to recognize revenues when a license agreement includes one or more
elements to be delivered by us at a future date. If there is an undelivered element under the license
arrangement, we defer revenues based on vendor-specific objective evidence (“VSOE”) of the fair
value of the undelivered element, as determined by the price charged when the element is sold
separately. If VSOE of fair value does not exist for all undelivered elements of a transaction, we defer
all revenues from that transaction until sufficient evidence of the fair value exists or until all elements
have been delivered. Under the residual method, discounts are allocated only to the delivered elements
in a multiple element arrangement, with any undelivered elements being deferred based on the vendor-
specific objective evidence of the value of such undelivered clements. We typically do not offer
discounts on future undeveloped products.

Revenues from software license arrangements, including prepaid license fees, are recognized when
all of the following criteria are met:

* Persuasive evidence of an arrangement exists.
* Delivery has occurred and there are no future deliverables except PCS.

* The fee is fixed and determinable. If we cannot conclude that a fee is fixed and determinable,
then assuming all other criteria have been met, we recognize the revenues as payments become
due in accordance with paragraph 29 of SOP 97-2.

* Collection is probable.

If an acceptance period or other contingency exists, revenues are not recognized until customer
acceptance or expiration of the acceptance period, or until satisfaction of the contingency, as
applicable. Our license fees are generally non-cancelable and non-refundabie. Also, our customer
agreements for prepaid deployment licenses do not make payment of our license fees contingent upon
the actual deployment of the software. Therefore, a customer’s delay or acceleration in its deployment
schedule does not impact our revenue recognition in the case of a prepaid deployment license.
Revenues from related PCS for all product lines are usually billed in advance of the service being
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provided and are deferred and recognized on a stralght-lme basis over the term.in which the PCS is to
be performed, which is generally twelve months. In some cases PCS révenues are paid in arrears.of the-
service being provided and are recognized as revenues at the time the customer provides a report to. us:
for deployments made durmg a given time period. Training and consulting revenues are recognized
when a purchase order is received, the services have been performed-and. collection is deemed oo
probable. Consulting services are billed on an hourly, daily or monthly rate. Training classes are billed
based on group or individual attendance , :

We categorize our customers into two broad groups, End Users and Value Added Resellers
(VARs). End User customers are companies who use our products internally and do not redistribute
our product outside of their corporate orgamzatrons VAR customers include traditional Value Added
Resellers, Systems Integrators, Original Equipment Manufacturers (“OEMs”) and other vendors who
redistribute our products to their external third party customers, elther separately or as part of an
integrated product. '

SR SR S R v
We license our data management products through two types of perpetual lrcenses—developmentt !
licenses and deployment licenses. Development licenses are typrcally sold on a per seat basis and .
authorize a customer to develop and test an appllcatmn program that uses our software product "Prior
to an End-User customer bcmg able to deploy an apphcatlon that it has deve10ped under our
development license, it must purchase ‘deployment licenses based on thé number of computers,
connected to the server that will run the application using our product. For certain applications, we'
offer deployment licenses priced on a per user basis. Pricing of Versant Object Database and }
FastObijects licenses varies according to several factors, including the number of computer servers of
which the appllcatton runs and the number of users that are able to-access.the server at any one time.
Customers may elect to simultaneously purchase development andsdeployment licenses-for an entire
project. These‘dévelopment and deployment licenses may also provrde for prepayment tousof a
nonrefundable amount:for future” deployment' Ll ‘ o .

"VARs and d1stnbutors purchase development llcenses from us on a per seat "basis on terms similar
to those of development llcenses that we sell dlrectly to End Users. VARs are authorlzed to sublicense
deployment copies of our data management products that are either bundled or embedded in’ thé
VAR'’s applications and sold directly to End-Users. VARs are reqmred to report théir distribution of
out software and are ‘charged a royalty that is either. based on the number of copies of the application
software that are distributéd or computed as a percentage. of the selling price’ charged by the VARs to
their end-user customers. These royalties from VARs may.be prepaid in full'or paid upon- deployment.
Provided that all other conditions for revenue recognition have been met, revenues from arrangements
with VARs are recognized, (i) as to prepaid license arrangements, when’the prepaid licenses are sold to
the VAR, and (ii) as to other license arrangements,.at the time the VAR provides a royalty report-to us
for sales made by the VAR during a given perlod . -

T Coal .
Revenues from our resale of third-party products or services are recorded at total contract value
with the corresponding cost included in the cost of sales when we act as a principal in these
transactions$ by assuming the risks and rewards of ownership.(including the risk of loss'for collection,
delivery or returns). When we do not assume the risks and rewards of ownership, revenues from the -
resale of thlrd-party products or services are recorded at ¢ontract value net of .the cost of sales.”

On occasron at a customers request, we perform engmeenng work’ to port our products to an
unsupported platform or to customize our software for specific functionality, or we perform any other .
non-routine technical assignment for a customer. In these ]mstances we recognize revenues in '
accordance with SOP 81-1 rAccountmg Research Bulletm (“ARB”) No. 45 (As Amended), Long-Tenn
Construction-Type Contracts and use either the time and matenal percentage of completion or’  * -
completed contract methods for recognizing, revenues We use the percentage of completion method 1f
we can make reasonable and dependable estimates of labor ¢osts and hours required to complete the
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Results of Operations . . ce o S T

The following table sets forth the historical results of operations for Versant for our three fiscal
years ended October 31, 2008 2007 ‘and 2006 expressed as a percentage of total revénues.

UL ' - - N [V N v,
- T L oo Percentage of, , -
Revenues
. he .l i , o Fiscal year ended
- . . . October 31,
Revenues: R T T ) . . Doy
License . . o vt v e e e e i e PP v, . 63%- 60% 51%
Maintenance . . ... . U O T i e ... 360 36 - 40
Professional services ............ i e e 1 1 9
Total TEVENUES . . . ottt e e e 100’1100 100
Cost of revenues: o
License . . ....... .. i R e e e 1 1 2
Amortization of mtangable assets .. .... e R 1 1 2
Maintenance . . ...\ ... i e e . 6. 7 8
Professionial services ... .. .. R PR FEERERREERE PR .1 1 6
Total cost of revenmues . .. ... 0L i Lo et Gedeeeress 90100 18
GrOSSproﬁt.;...: .......... S N S LA 91 9 -82
A Lo . . LU I I e —_— hamarast —_—
Operating expenses , L, e D e . _
Sales and marketing ............. I I e g e e 14 16 19
Research and development . ..................... ERR I e . 16 16 19
General and administrative . . ... .. ... ... 22 21 22
Loss on the liquidation of a forelgn subsidiary . ... ... L .'? ......... 1o 0 1 0
Restructuring . . P R e 0 0 1
Total operating expenses .. .. ........ e il 527 54 6l
Income from operations. ... ..... . g g e e, 39 36 21
Outsnde shareholders’ income from VIE ........... e 0 0 1
Interest and other income, net . .......... e e e 4. 3 1
Gam on dlsposal of VIE ........... e e . TS N |
Income from contmumg operatlons before takes .-\ ............ L. . ‘43 .39 24
Provisioni*for income taxes:.. .. !.....! Ao L 6 4 2
Net inCome from contmumg operatlons ..... D e e 37 :‘35' 22
Net income from discontinued operatlons net of income taxes....... Ceaee 1,7 1 1
Gain from sale of dlscontmued operatlons net of income taxes .......... ... 0 0 3
Netincome . ............ SRR R R I M IR 38% 36% 26%
. \ , o A " . , . _ == —
Revenues ; oo v ‘ - L
- 1
. Total Revenues: The following table summarizes our total revenues (in thousands, except
perccntages) for fiscal 2008 2007 and 2006 A oo
BRI S : Fiscal 2008 vs 2007  Fiscal 2007 vs 2006
! T .Fiscal Year ended October 31, Increase (Decrease) Increase (Decrease)

2008 2007 2006 In Dollars Percentage In Dollars Percentage
Total revenues: . ... ...« .. t.s 0. 825,298 $21,150 $16,745  $4,148. 20%  $4.405 - . 26%

AT 3 . : . N v R
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provided and are deferred and recognized on a straighit-line basis over the term in which the PCS is to
be performed, which is generally twelve months. In some cases PCS revenues are paid in arrears. of the
service being provided and are recognized as revenues at the time the customer provides a report to us
for deployments made during a given time period. Training and consulting revenues are recognized
when a purchase order is received, the services have been performed and collection is deemed
probable. Consulting services are billed on an hourly, daily or monthly rate. Training classes are billed
based on group or individual attendance.

We categorize our customers into two broad groups, End-Users and Value Added Resellers
(VARs). End User customers are companies who use our products internally and do not redistribute
our product outside of their corporate organizations. VAR customers include traditional Value Added
Resellers, Systems Integrators, Original Equipment Manufacturers (“OEMs”) and other vendors who
redistribute our products to their external third party customers, either separately or as part of an
integrated product.

We license our data management products through two types of perpetual licenses—development: -
licenses and deployment licenses. Development licenses are typically sold on a per seat basis and
authorize a customer to develop and test an applrcatnon program that uses out software product Prior
to an End-User customer being able to deploy an application that it has developed under our
development license, it must purchase deployment licenses based on the number of computers
connected to the server that will run the application using our product. For certain applications, we
offer deployment licenses priced on a per user basis. Pricing of Versant Object Database and ,
FastObijects licenses varies according to several factors, including the number of computer servers on
which the application runs and the number of users that are able to access.the server at any one time.
Customers may elect to simultaneously purchase development and deployment licenses for an entire
project. These 'development and deployment licenses may also provide for prepayment to us of a
nonrefundable amount:for future deployment.- : :

VARS and distributors purchase development l1censes from us on a per seat basis on terms similar
to those of development licenses that we sell directly to End-Users. VARs are authonzed to sublicense
deployment copies of our data management products that are either bundled or embedded in the By
VAR'’s applications and sold directly to End-Users. VARSs are required to report théir distribution of
our software and are charged a royalty that is either based on the number of copies of the application
software that are distributeéd or computed as a percentage of the selling price charged by the VARs to
their end-user customers. These royalties from VARs may be prepaid in full or paid upon deployment.
Provided that all other conditions for revenue recognition have been met, revenues from arrangements
with VARSs are recognized, (i) as to prepaid license arrangements, when the prepaid licenses are sold to
the VAR, and (ii) as to other license arrangements, at the time the VAR provides a royalty report to us
for sales made by the VAR during a given period.

. i 7 .
Revenues from our resale of third-party products or services are recorded at total contract value
with the corresponding cost included in the cost of sales when we act as a principal in these
transactions by assuming the risks and rewards of ownership (including the risk of loss for collection,
delivery or returns). When we do not assume the risks and rewards of ownership, revenues from the
resale of third-party products or services are recorded at contract value net of the cost of sales.

On occasion, at a customer’s request, we perform engineering work to port our products to an
unsupported platform or to customize our software for specific functionality, or we perform any other
non-routine technical assignment for a customer. In these instances, we recognize revenues in’
accordance with SOP 81-1 Accounting Research Bulletm (“ARB”) No. 45 (As Amended), Long-Term
Construction-Type Contracts and use either the time and material’ percentage of completion or
completed contract methods for recognizing revenues. We use the percentage of completion method if
we can make reasonable and dependable estimates of labor ¢osts and hours required to complete the
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work in question. We periodically review these estimates in connection with the work performed and
rates actually charged and recognize any losses when identified. Progress to completion is determined
using the cost-to-cost method, whereby cost incurred to date as a percentage of total estimated cost
determines the percentage completed and revenue recognized. When using the percentage of
completion method, the following conditions must exist:

* An agreement must include provisions that clearly specify the rights regarding goods or services
to be provided and received by both parties, the consideration to be exchanged and the manner
and terms of settlement.

* The customer is able to satisfy its obligations under the contract.
* Versant is able to satisfy its obligations under the contract.

The completed contract method is used when reasonable or dependable estimates of labor costs
and time to complete the work cannot be made. As a result, in such situations, we defer all revenues
until such time as the work is fully completed. :

Management makes significant judgments and estimates in connection with the determination of
the revenue we recognize in each accounting period. If we had made different judgments or utilized
different estimates for any period, material differences in the amount and timing of revenue recognized
would have resulted.

Goodwill and Acqmred Intangible Assets

We account for purchases of acquired companies in accordance w1th SFAS No. 141, Business
Combinations and account for the related acquired intangible assets in accordance with SFAS No. 142,
Goodwill and Other Intangible Assers. In accordance with SFAS 141, we allocate the cost of the acquired
companies to the identifiable tangible and intangible assets acquired according to their respective fair
values as of the date of completion of the acquisition, with the remaining amount being classified as
goodw1ll Certain intangible assets, such as acquired technology, are amortized to expense over time,
while in-process research and development costs, or “IPR&D”, if any, are charged to operations
expendltures at the time of acqulsmon

We test for any goodw1ll impairment within our single Data Management operating segment. All .
our goodwill reflected in the financial statements included in this report has been aggregated from, and
acquired in connection with, the following acquisitions: S '

+ Versant Europe, acqﬁired ip 1997,
* Poet Holdings, Inc., acquired in March 2004;

* Technology of JDO Genie (PTY) Ltd, acquired in June 2004; and °
* FastObjects, Inc., acquired in July 2004.

We test goodwill for impairment in accordance with SFAS 142, which requires that goodwill be
tested for impairment at the reporting unit level, at least annually and more frequently upon the
occurrence of certain events, as provided in SFAS 142, We use the market approach to assess the fair
value of our assets and this value is compared with the carrying value of those assets to test for
impairment. The total fair value of our assets is estimated by summing the fair value of our equity (as
indicated by Versant publicly traded share price and shares outstanding plus a control premium) less
our liabilities. Under this approach, if the estimated fair value of our assets is greater than their
carrying value, then there is no goodwill impairment. 1f the estimated fair value of our assets is less
than their carrying value, then we allocate the reporting unit’s estimated fair value to its assets and
liabilities as though the reporting unit had just been acquired in a business combination. The
impairment loss is the amount, if any, by which the implied fair value of goodwill allocable to the
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reporting unit is less than that reporting unit’s goodwill carrying amount and would be recorded in
operating results during the period of such impairment.

Identifiable intangibles are currently amortized over five years in relation to the JDO Genie
(PTY) Ltd acquisition, six years in relation to the FastObjects, Inc. acquisition, and seven years in
relation to our acquisition of Poet, using the straight-line method in each of these cases.

We performed our annual valuation and analysis of goodwill bascd on the requirements of
SFAS 142 in October 2008, October 2007 and October 2006. We did not perform impairment tests
related to our intangible assets during fiscal 2008, fiscal 2007 and fiscal 2006 based on the requirements
of SFAS 144, as there were no triggering events which might indicate impairment. As a result, we
‘determined that the value of our goodwill and intangible assets had been fairly recorded in our
financial statements, and therefore no impairment charges against our goodwill and intangible assets
related to our Poet, JDO Genie (PTY) and FastObjects acquisitions were recorded in fiscal 2008, fiscal
2007 and fiscal 2006.

Income Taxes

We estimate our income taxes in each of the jurisdictions in which we operate and account for
income taxes payable as pait of the preparation of our consolidated financial statements. This process
involves estimating our actual current tax expense as well as assessing temporary differences resulting
from differing treatment of items, such as depreciation and amortization, for financial and tax reporting
purposes. These differences result in deferred tax assets and liabilities, which are included in our
consolidated balance sheet to the extent deemed realizable, We then assess the likelihood that our
deferred tax assets will be recovered from future taxable income and the extent we believe that
recovery is not likely. We establish a valuation allowance against our net deferred tax assets to the
extent such assets are not -deemed to be realizable. If we establish a valuation allowance or increase it
in a given period, then we must increase the tax provision in our statements of income. ‘

Significant management judgment is required in determining any valuation allowance recorded
against our net deferred tax assets. Due to uncertainties related to our ability to utilize our deferred tax
assets, we have established full valuation allowances at October 31, 2007 and October 31, 2008 for our
deferred tax assets.

In addition, we adopted the provisions of Financial Accounting Standards Board (“FASB”)
Interpretation Number 48, “Accounting for Uncertainty in Income Taxes,” (“FIN 48”) on November 1,
2007. Previously, we had accounted for tax contingencies in accordance with Statement of Financial
Accounting Standards (“SFAS”) No. 5, “Accounting for Contingencies”. As required by FIN 48, which
clarifies SFAS No. 109, “Accounting for Income Taxes,” we recognize the financial statement benefit of a
tax position only after determining that the relevant tax authority would more likely than not sustain
the position following an audit. For tax positions meeting the more-likely-than-not threshold, the
amount recognized in the financial statements is the largest benefit that has a greater than 50 percent
likelihood of being realized upon ultimate settlement with the relevant tax autthority. At November 1,
2007, we applied FIN 48 to all tax positions for which the statute of lithitations remained open and
determined there are no material unrecognized tax benefits as of that date. In addition, we determined
that there have been no material changes in unrecognized benefits since November 1, 2007. As a result,
the adoption of FIN 48 did not have a material effect on our financial condition, or results of
operations.

We are subject to U.S. féderal income taxes and to income taxes in various states in the U.S. as
well as in foreign jurisdictions. Tax regulations within each jurisdiction are subject to the interpretation )
of the related tax laws and regulations and require significant judgment to apply. With few exceptions,
we are no longer subject to U.S. federal, state. and local, or foreign tax examinations by tax authorities
for tax years before 2003.

We recognize interest and penalties accrued related to unrecognized tax benefits in the provision
for income taxes for all periods presented, which were not significant.
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Results of Operations

The following table sets forth the historical results of opérations for Versant for our three fiscal
years ended October 31, 2008, 2007 -and 2006, expressed as a percentage of total revénues.

Percentage of
Revenues
' Fiscal year ended
October 31,
2008 2007 2006
Revenues: . . .
license .............. e e e e e 63% 60% 351%
Maintenance .. ... ... .. i e e e 36 39 40
Professional services . ... .. i e e e 119
Total TeVENUES . . . . . e e e 100 ~ 100 100
Cost of revenues: '
LM . et e e e I 1 1 2
Amortization of intangible assets . ... .. e N 1 1 2
Maifenance . . . ... .uun ittt e P 7 8
Professional Services ........... ... . i e 11 6
Total cost of revenues . .. ......... e e e 9 10 18
Gross profit . . ... U e 91 9% 82
Operating expenses: o | o o
Sales and marketing . .. ... . i e e e 14 16 19
Research and development .............. ... .. i, . 6 16 19
General and administrative . ... .. ... . ... ... e 2 21 22
Loss on the liquidation of a foreign subsidiary ........ e .0 1 0
Restructuring . ............. PP SR e 0 0 1
Total operating eXpenses . .. ........oovtivina.. e 52 54 61
Income from operations. .. ............... s PP e, .39 36 21
Qutside shareholders’ income from VIE .. ........... e 0 0 1
Interest and other income, net . ................... e 4 3 1
Gain on disposal of VIE .......... e S, e 0 -0, 1
Income from continuing operations beforetaxes .. ........ ... ...l 43 .39 24
Provision"for income taxes . ...:!...... e e [PPSR 6 4 2
Net income from continuing operations ................... I 37 35 22
Net income from discontinued operations, net of income taxes., .. .......... .. 11 1
Gain from sale of discontinued operations, net of income taxes .............. 0 0 3
NetinCome . .. ...t e s e 38% 36% 26%
1
Revenues

.Total Revenues: The following table summarizes our total revenues (in thousands, except
percentages) for fiscal 2008, 2007 and 2006:

v v ’ Fiscal 2008 vs 2007  Fiscal 2007 vs 2006
Fiscal Year ended October 31, Increase (Decrease) Increase (Decrease)
2008 2007 2006 In Dollars Percentage In Dellars Percentage
Total revenues. . ............. “.: $25,298 321,150 $16,745 $4,148 20%  $4,405 26%
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Total revenues are comprised of license fees and fees for maintenance, training, consulting,
technical and other support services. Fluctuations in our total revenues can be attributed to changes in
product and customer mix, general trends in information technology spending, changes in geographic
mix, and the corresponding impact of changes in foreign currency exchange rates. Further, product life
cycles impact revenues periodically as old contracts expire and new products are released. Our revenues
as shown in the above table and in the accompanying statements of income included in this report do
not include revenues from our disposcd WebSphere consulting practice. Instead, as required by
generally accepted accounting principles, our financial statements report former WebSphere activitics as
“net income from discontinued operations, net of income taxes”. See NOTE 4 of our “NOTES TO
CONSOLIDATED FINANCIAL STATEMENTS” in Item 8 of this Report for more information
regarding this transaction.

Our total revenues increased by $4.1 million (or 20%) in fiscal 2008 compared to fiscal 2007. This
increase resulted primarily from a 26% increase in license revenues and a 10% increase in maintenance
revenues in fiscal 2008 compared to fiscal 2007, and included approximately $1.7 million of revenues
(comprising 42% of the $4.1 million increase in total revenues) resulting from favorable foreign-
currency exchange rate fluctuations. We believe factors that caused our license revenues to increase in
fiscal 2008 over fiscal 2007 included continuing increased maturity and focus of our sales organization,
the continuing increased acceptance and success of our VAR customers’ applications with end-users,
the overall reputation and acceptance of our products in the vertical markets {including
telecommunications and defense) that we serve and the strong Euro as compared to the United States
Dollar in fiscal 2008, which resulted in higher consolidated revenues in fiscal 2008. Maintenance
revenues increased in fiscal 2008 over fiscal 2007 primarily as a result of the increased license revenues,
in the same period.

Our total revenues increased by $4.4 million (or 26%) in fiscal 2007 compared to fiscal 2006. This
increase resulted primarily from a 50% increase in license revenues and a 22% increase in maintenance
revenues in fiscal 2007 compared to fiscal 2006, and included approximately $1.1 million of revenues
(comprising 25% of the $4.4 million increase in total revenues) resulting from favorable foreign
currency exchange rate fluctuations. This increase was partly offset by a decrease of approximately
$1.3 million in professional services revenues in fiscal 2007 versus fiscal 2006.

No one customer accounted for 10% or more ‘of our total revenues in fiscal 2008 or for the
quarter ended October 31, 2008. One customer accounted for 14% of our total revenues for fiscal 2007
and one customer accounted for 21% of our total revenues for the quarter ended October 31, 2007. No
one customer accounted for 10% or more of our total revenues in fiscal 2006 and one customer
accounted for 30% of our total revenues for the quarter ended October 31, 2006.

The inherently unpredictable business cycle of an enterprise software company makes discernment
of continued and meaningful business trends difficult. In terms of license revenues, we are still |
experiencing lengthy sales cycles and customers’ preference for licensing our software on an “as
needed” basis, versus the historical practice of prepaying license fees in advance of usage, a factor
which can adversely affect the amount of our license revenues. License revenues also are a critical
factor in driving the amount of our services revenues, as new license customers typically enter into
support and maintenance agreements with us, from which our maintenance revenues are derived over
future fiscal periods.

We are currently expecting our total revenues for fiscal 2009 to be at a similar level as in fiscal
2008. However, due to the recent strengthening of the dollar against the euro this same level of
business activity would translate into a lower dollar-denominated revenue number than our total
revenues for fiscal 2008. Therefore, for fiscal year 2009 we currently forecast total revenues of between
$22 million and $24 million.
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Revenues by Category: The following table summarizes our revenues by category (in thousands,
except percentages) in fiscal 2008, 2007 and 2006:

Fiscal 2008 vs 2007 Fiscal 2007 vs 2006

Fiscal Year ended October 31, Increase (Decrease) Increase {(Decrease)
. 2008 2007 2006 = In Dollars Percentage In Dollars Percentage

Total revenues by category - :
License revenues. ...... e $15,922 $12,681 § 8469 $3.241 26%. § 4,212 50%
Maintenance revenues . . ... .... 9,041 8,225 6,726 816 10% 1,499 | 22%
Professional services revenues . . . 335 244 1,550 91. 37% (1,306) -84%

Total . ..........c. .. $23298 $21,150 §16,745  $4,148 20% § 4,405 " 20%
Percentage of revenues by -
category:. - St . oo .
License revenues.., . ........... 03% . 60% ° 51%
Maintenance revenues . ........ 36% - 39% 40%
Professional services revenues . . . 1% 1% 9%

Total .............. Lo 100%  100% - - 100%

Fiscal 2008 Compared to Fiscal 2007

License revenues: License revenues represent perpetual license fees received and recogmzed from
our End-Users and Value Added Resellers.

License revenues were $15.9 million (or 63% of total revenues) for fiscal 2008, an increase of
approximately $3.2 million (or 26%) from $12.7 million (or 60% of total revenues) reported for fiscal
2007. The higher licénse revenues for fiscal 2008 were mainly attributable to several significant license
transactions with four telecommunications customers together totaling apprommately $5.3 million and
included favorable foreign currency fluctuations of approximately $1.1 million (comprising 34%of the
$3.2 million incredse in license revenues); however, these increases in license revenues for fiscal 2008
were partially offset by approximately $2.3 million of license revenues from two customers in the
telecommunications sector that were recognized in fiscal 2007 but not repeated in fiscal 2008.

The majority of the growth in our license revenues in-fiscal 2008 over fiscal 2007 was driven "
primarily by license transactions with existing VAR customers in the telecommumcatlons industry,
which was our largest vertical market in fiscal 2008.

Maintenance revenues: Maintenance and technical support revenues include revenues derived from
maintenance agreements, under which we provide customers with interiet and telephone access to
support personnel and software upgrades dedicated techmcal assnstance and emergency response
support optlons

Maintenance revenues were $9.0 million (or 36% of total revenues) for fiscal 2008, an increase of
$816,000 (or 10%) from $8.2 million {or 39% of total revenues) reported for fiscal 2007. The increase
in maintenance revenues for fiscal 2008 was due primarily to incremental maintenance revenues of
approximately $528,000 recognized in fiscal 2008 from maintenance agreements attributable to license
revenue growth from both U.S. and European based customers over the past fiscal year, and back
maintenance and maintenance revenues of approximately $340,000 derived from two European based
telecommunications customers. Fiscal 2008 maintenance revenues also included favorable foreign
currency fluctuations of approximately $569,000 (comprising 70% of the $816,000 increase in
maintenance revenues). '
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Professional services revenues: Professional services revenues consist of revenues from consulting,
training and technical support, as well as billable travel expenses incurred by our professional services
organization.

Professional services revenues were $335,000 (or 1% of total revenues) in fiscal 2008, an increase
of $91,000 (or 37%) from $244,000 (or 1% of total revenues) reported in fiscal 2007. This increase in
the absolute amount of professional services revenue for fiscal 2008 compared to fiscal 2007 was mainly
attributable to consulting revenues derived from our European operations.

Fiscal 2007 Compared to Fiscal 2006

License revenues; ' License revenues were $12.7 million (or 60% of total revenues}) in fiscal 2007,
an increase of $4.2 million (or 50%) from license revenues of $8.5 million (or 51% of total revenues)
reported in fiscal 2006. The higher license revenues for fiscal 2007 were due in part to two significant
license agreements with two U.S. customers for approximately $787,000 and $479,000, and one
significant license transaction with a U.S. customer for approximately $1.0 million sourced through our
European operations, as well as three additional license agreements with three European customers for
approximately $1.1 million, $689,000 and $270,000, and included favorabie foreign currency exchange
fluctuations of approximately $653,000 (comprising 16% of the $4.2 million increase in license
revenues).

The majority of the growth in our license revenues in fiscal 2007 over fiscal 2006 was driven
primarily by license transactions with existing VAR customers in the telecommunications industry,
which was our largest vertical market in fiscal 2007.

Maintenance revenues: Maintenance revenues were $8.2 million (or 39% of total revenues) in
fiscal 2007, representing an ‘increase of $1.5 miillion (or 22%) from maintenance revenues of
$6.7 million (or 40% of total revenues) reported in fiscal 2006. The increased maintenance revenues for
fiscal 2007 are due primarily to incremental revenues of $1.1 million recognized during fiscal 2007 from
new maintenance agreements attributable to the license revenue growth from both U.S. and European
based customers and, to a lesser extent, maintenance revenues of $266,000 related to the sale of
premium support and maintenance’ agreements for software applications using older versions of our -
software. The increased maintenance revenues for fiscal 2007 included favorable foreign currency
fluctuations of approximately $370,000 (comprising 25% of the $1.5 million increase in maintenance
revenues).

Professional services revenues: Professional sérvices revenues were $244,000 (or 1% of total
revenues) in fiscal 2007, a decline of $1.3 million (or 84%) from $1.6 million (or 9% of total revenues)
reported in fiscal 2006. This decline in fiscal 2007 compared to fiscal 2006 was mainly due to the fact
that in fiscal 2006, we recognized $1.3 million in revenues from two significant )
percentage-of-completion consulting projects with two European customers but had no such
corresponding professional services revenue transactions of this magnitude in fiscal 2007.
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International revenues: The following table summarizes our total revenues by geographic area (in
thousands, except percentages) in fiscal 2008, 2007 and 2006:

Fiscat 2008 vs 2007 Fiscal 2007 vs 2006

Fiscal Year ended October 31, Increase {Decrease) Increase (Decrease)
2008 2007 2006 Io Dollars Percentage In Dollars Percentage
Total revenues by geographic area
North America .. ............. $ 9292 $9679 $6175 $(387) —4% $3,504 57%
Europe............... ... ... 13,275 10,672 10,138 2,603 24% 534 5%
Asia. ... ... ... . 0 i 2,731 79% 432 1,932 24_2% 367 g%
Total .......... e e $25,298 $21,150 $16,745 $4,148 20% $4,405 26%
Percentage of revenues by '
geographic area:
North America . .............. 37% 46% 37%
Europe..................... 52% 50% 60%
Asia . ... ... i 11% 4% 3%
Total .. ................... 100% 100%  -100%

Fiscal 2008 Compared to Fiscal 2007

Total revenues increased $4.1 million (or 20%) in fiscal 2008 compared to fiscal 2007. The increase
in total revenues was due primarily to a revenue increase of $2.6 million in our European operations as
a result of closing several significant transactions during fiscal 2008, and a revenue increase of
$1.9 million from our Asian region, offset by a decrease of 387,000 in our North American operations.

International (non-North American) revenues represented approximately 63% and 54% of our
total revenues in fiscal 2008 and fiscal 2007, respectively.

Revenues from North America: The $387,000 (or 4%) revenue decrease from North America in
fiscal 2008 compared to fiscal 2007 was mainly due to an approximate decrease of $330,000 in license
revenues from the defense sector.

Revenues from Europe: The $2.6 million (or 24%) revenue increase from Europe in fiscal 2008
compared to fiscal 2007 was due mainly to the closing of license transactions with two European based
telecommunications customers totaling approximately $2.6 million in fiscal 2008, and included
approximately $1.7 million of revenues resulting from favorable foreign currency fluctuations.

Since the Company’s acquisition of Poet Holdings, Inc. in early 2004, we have generally derived a
higher percentage of international revenues due to stronger demand for our products in Europe. We
expect in the future to continue to experience a somewhat stronger demand for our products in Europe
as compared to our other geographic markets.

Revenues from Asia: We also experienced an increase of $1.9 million (or 242%) in revenues from
our Asia Pacific region during fiscal 2008, primarily due to three significant license transactions totaling
approximately $1.9 million with two Asia Pacific telecommunications customers.

A variety of factors may impact Versant’s future revenues, including the potential strengthening of
the U.S. dollar (which would have the effect of reducing portions of our revenue resulting from
favorable currency exchange fluctuations) and the generally more difficult economic environment
currently being experienced in the U.S. and Europe, which may negatively impact demand for our
products and services.
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Flscal 2007 Compared to Fiscal 2006 , « . - T : . .

Total revenues mcreased $4 4 mrllron (or 26%) in fi scal 2007 compared to fiscal 2006 The mrcrease
in révenues was due prrmarrly {0 a revenue increase of $3.5 mrlhon in our North Amerrcan operatlons
as a result of closing several srgmflcant transactions wnth US. customers during fiscal 2007. '
Addltronally, there was a revenue increase of $901 000 from our European and Asran regrons

. - [

- International (non—North Amerrcan) revenues represented’ approxrmately 54% and.;63% of our’,
total revenues in fiscal 2007 and fiscal 2006, respectively. o ST

Revenues from Noith America:* The $3.5 illion (or 57%) revenue increase from North America
in fiscal 2007 compared to fiscal 2006:was' mainly due to two significant transactrons with two North
American customers totaling approximately $1.3 million, as well as the closing of « one srgnrﬁcant license
and mamtenance transaction with a' U. S customer for apprommateiy $1.4 mrlllon in revenues souiced
through our European operatrons L - r S SERl

ey ' , C et

Revenues from Europe: The $534 OOO,l(or 5%) revenue mcrease from Europe in flscal 2007 L
compared to fiscal 2006 was- due mainly to the closing of three license agreements with three European
customers for approximately $2.0 million during fiscal 2007, offset by a decrease of $1.3 million in .
professional services revenues in fiscal 2007 versus fiscal 2006 due to the fact that two srgmﬁcant
percentage-of-completion consulting projects in fiscal 2006 ‘were not replaced with comparable pl‘OjeCtS
in fiscal 2007. wer

* Revenues ﬁ'om Asia: "~ We also experlenced an incréase of $367,000 (or 85%) i in révenues from our
Asia Pacific region diiring fiscal 2007, primarily due to royalties of $226, 000 from an existing Asian
customer.

FARY]

Since'the Company’s acquisition of Poet Holdings, Tn¢. in early 2004, we have generally derived a
higher percentage of international revenues than we had previously due to stronger demand for our
products in Europe. The closing of a srgnrflcant license and maintenance transaction with a U.S.
customer for approximately $1.4 million in revenues sourced through our European operations during
fiscal 2007 has been included as North American revenues. This one transaction accounted for 40% of
the overall North American revenue increase for fiscal 2007 compared to fiscal 2006 and accounted for
much of the increase in the percentage of our revenues sourced from North America in fiscal 2007 as -
compared to fiscal 2006. We expect in the future to experience a somewhat stronger demand for our
products in Europe as compared to our other geographrc markets mcludmg North America. ,

Cost of Revenues : ‘ . T

Cost of Revenues: The following table summarizes the cost of revenues (in thousands except
percentages) in fiscal 2008, 2007 and 2006: -

o e e HFls.caI 2008 vs 2007 Fiscal 2007 vs 2006

Lo : ! ) Fiscal Year ended October 31, Increase (Decrease) \ Increase (Decrease)
: Yoo 7 2008 2007 ¢+ 2006 ° In Dollars - Percentage In Dollars Percentage
Total revenues. , ...... ... - $25,208 $21,150 $16,745 '$4,148 | 20% § 4,405 " 26%
Cost of license revenues .......... 309 142 * 313" " 167 ' "118% (1711) -55%
Cost of maititenance revenues . ..... 1446 1,469 11442 (23 2% =27 =~ ' 2%
Cost of professional service revenues . 112 1z 1,021 — 0% (909) -—89%
Amortization of intangibles . ....... 315 315 315 — 0% — 0%
Total cost of revenues . ......... $ 2,182 $ 2,038 $ 3091 § 144 7% $(1,053)- ' —34%
Gross margin .......... oo $23116°19,112 $13,654 $4004  21% $5458' 7 '40%

[ .7 5 ‘4 o s i,
Gross margin percentage . ... ...... . 9% 90% 82% v e
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The following table summarizes the cost of professional services revenues (in thousands, except
percentages) in fiscal 2008, 2007 and 2006: - ‘ : S i

Fiscal Year ended  Fiscal 2008 vs 2007  Fiscal 2007 vs 2006
+-October 31, Increase (Decrease) Increase (Decrease)

2008 2007 , 2006 In Dollars Percentage In Dollars Percentage

Professronal scmces

Revenues' . ....... R AR $335 $244. $1,550  $91 37%  $(1,306) ~84%
Cost.......... SR U 112 112 1,021 — ' 0% _ (909) " —89%
Margin .. ..... Ce LTI 8223 8128 520 $91 T 69% 8 (39T) 175%
Margin percentage.................. 67% 54% 34% :

Flscal 2008 Compared to Flscal 2007 .

' Cost of professronal services revenues was $112,000 (or 33% of professional services revenues), in
fiscal 2008, consistent with the cost of professional services revenues of $112,000 (or 46% of
professional services revenues) in fiscal 2007. =~ |

In Europe, there is a typical one-year warranty requrrement for all of our products and services.
Prior to our merger with Poet in March 2004, Poet Holdings, Inc. provrded for a reserve for such
warranties that could be in excess of its regular maintenance programs. As of October 31, 2008, we *
continued to maintain a warranty reserve of approximately $9,000 related to the FastOb]ects products
in Europe.

The professronal services margm percentage 1mproved by 13% points in fiscal 2008 compared to
fiscal 2007 due"to better utilization of our professional personnel and ‘increased professional-services
revenues in ﬁscal 2008 with ,essentially the same cost base for these services as fiscal 2007

Flscal 2007 Comipared to Fiscal 2006 for v Moo ' & -

Cost of professional services revenues was $112 000 (or 46% of professronal services revenues) in
fiscal 2007, and decreased $909,000 (or 89%) from the cost of professional services revenues of
$1.0 million (or 66% of professional services revenues) in fiscal 2006. This decrease was primarily due
to the reallocation of headcounts in our European consulting team from professional services activities
to research and development efforts ds'a result of the completion of major percentage-of-completion
consulting projects with two European customers m fiscal 2006 that were not replicated in flsca] 2007

J

As of October 31, 2007, we maintained a warranty reserve of apprommately $10, 000 related to the
FastObjects products in Europe. Pursuant to our consulting percentage-of-completion engagements with
certain European customers, we recorded additional warranty reserves of $128,000 for fiscal 2006.
These reserves were subsequently- reversed durmg the fourth quarter of fiscal 2007 upon exprratlon of
the one-year warranty perlod

The professrona] services margin percentage 1rnprovcd by 20% pornts in fiscal 2007 compared to
fiscal 2006 due to better,utilization of our professional personnel. |, - =

Amortization of Intangible Assets: The amortization of intangible assets in fiscal 2008 consists of *
the amortization of intangible assets acquired in our 2004 acqursmons of Poet. Holdings, Inc.,
FastObjects, Inc. andJDO Genie technology

lt
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Fiscal 2007 Compared to Fiscal 2006

Total revenues increased $4.4 million (or 26%) in fiscal 2007 compared to fiscal 2006. The increase
in revenues was due primarily to a revenue increase of $3.5 million in our North American operations
as a result of closing several significant transactions with U.S. customers during fiscal 2007.
Additionally, there was a revenue increase ‘of $901,000 from our European and Asian regions. '

International (non-North American) revenues represented approximately 54% and 63% of our
total revenues in fiscal 2007 and fiscal 2006, respectively. :

Revenues from North America: The $3.5 million (or 57%) revenue increase from North America
in fiscal 2007 compared to fiscal 2006 was mainly due to two significant transactions with two North
American customers totaling approximately $1.3 million, as well as the closing of one significant license
and maintenance transaction with a U.S. customer for approximately $1.4 mllhon in revenues sourced
through our European operdtions.

Revenues from Europe: The $534,000 (or 5%) revenue increase from Europe in fiscal 2007
compared to fiscal 2006 was due mainly to the closing of three license agreements with three European
customers for approximately $2.0 million during fiscal 2007, offset by a decrease of $1.3 million in
professional services revenues in fiscal 2007 versus fiscal 2006 due to the fact that two significant
percentage-of—completlon consulting projects in fiscal 2006 were not replaced with comparable projects
in fiscal 2007.

Revenues from Asia:  We also experiénced an incréase of $367,000 (or 85%) in revenues from our
Asia Pacific region during fiscal 2007, primarily due to royalties of $226,000 from an existing Asian
customer.

Since the Company’s acquisition of Poet Holdings, Inc. in early 2004, we have generally derived a
higher percentage of international revenues than we had previously due to stronger demand for our
products in Europe. The closing of a significant license and maintenance transaction with a U.S.
customer for approximately $1.4 million in revenues sourced through our European operations during
fiscal 2007 has been included as North American revenues. This one transaction accounted for 40% of
the overall North American revenue increase for fiscal 2007 compared to fiscal 2006 and accounted for
much of the increase in the percentage of our revenues sourced from North America in fiscal 2007 as
compared to fiscal 2006. We expect in the future to experience a somewhat stronger demand for our
products in Europe as compared to our other geographic markets, including North America.

Cost of Revenues

Cost of Revenues: The following table summarizes the cost of revenues (in thousands, except
percentages) in fiscal 2008, 2007 and 2006:

Fiscal 2008 vs 2007 Fiscal 2007 vs 2006
Fiscal Year ended October 31, Increase (Decrease) Increase (Decrease)

2008 2007 2006 In Dollars Percentage In DoHars Percentage

Total revenues. . .. .......... ..., $25,298 $21,150 $16,745 $4,148 20% §$ 4,405 26%
Cost of license revenues . ......... 309 142 313 167 118% (171) -55%
Cost of maintenance revenues . ... .. 1,446 1,469 1,442 23 -2% 27 2%
Cost of professional service revenues . 112 11z 1,021 — 0% (909) -—-89%
Amortization of intangibles ... ... .. 315 315 315 — 0% — 0%

Total cost of revenues .......... $ 2,182 § 2,038 $ 3,091 $ 144 7% $(1,053) -34%
Gross margin . ......... I $23,116 $19,112 $13,654 $4,004 21% § 5,458 40%
Gross margin percentage .. ........ 91% , 90% 82% ’ '
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Cost of revenues was $2.2 million {or 9% of total revenues) in fiscal 2008, an increase of $144,000
(or 7%) from the cost of revenues of $2.0 million (or 10% of total revenues) reported in fiscal 2007.
This increase was primarily due to an increase in cost of license revenues of $167, 000 (or 118%), and
included unfavorable foreign currency fluctuations of approximately $106,000. The increase in cost of
license revenues of $167,000 in fiscal 2008 as compared to fiscal 2007 was primarily related to.the
reversal of warranty reserves upon expiration of the warranty period in our European operations during
fiscal 2007 that was not repeated in fiscal 2008, These warranty reserves were related to two consulting
arrangements completed in fiscal 2006.

Cost of revenues was $2.0 million (or 10% of total revenues) in fiscal 2007, a decline of
$1.1 million {or 34%) from the cost of revenues of $3.1 million (or 18% of total revenues) reported in
fiscal 2006. This decline resulted primarily from a decrease in cost of professional services revenues of
$909,000 (or 89%), and included unfavorable foreign currency fluctuations of approximately $314,000.
The decrease in cost of professional services in fiscal 2007 compared to fiscal 2006 was directly related
to a substantial decrease in our lower margin professional services revenues due to the reallocation of
headcounts in our European consulting team from professional services activities to research and
development efforts as a result of the completion of major percentage-of-completion consulting projects
with two European customers in fiscal 2006 that were not replicated in fiscal 2007,

Gross m;irgin percentages (gross margin as a percentage of total revenues) improved to 91% in
fiscal 2008 over 90% in fiscal 2007 and 82% in fiscal 2006.

Cost of license revenues: Cost of license revenues consists primarily of royalties and costs of third
party products, which we resell to our customers, as well as product media and shipping and packaging
costs.

The following table summarizes the cost of license revenues (in thousands, except percentages) in
fiscal 2008, 2007 and 2006:

Fiscal Year ended Fiscal 2008 vs 2007 Fiscal 2007 vs 2006
October 31, Increase (Decrease) Increase (Idecrease)

2008 2007 2006 In Dollars Percentage In Dollars Percentage

License

Revenues . ............ovon.. $15,922 $12,681 $8,469 $3,241 26% $4,212 50%

1 309 142 313 167 118% (1711) -55%
Margin ...................... $15,613 $12,539 $8,156 $3,074 25% $4,383 54%
Margin percentage . . .. .......... 98%  99% 96%

Fiscal 2008 Compared to Fiscal 2007

Cost of license revenues was $309,000 (or 2% of license revenues) in fiscal 2008, and increased
$167,000 (or 118%) from the cost of license revenues of $142,000 (or 1% of license revenues) in fiscal
2007. The increase was primarily due to the reversal of warranty reserves upon expiration of the
warranty period in our European operations during fiscal 2007 that was not repeated in fiscal 2008.
These warranty reserves were related to two consulting arrangements completed in fiscal 2006.

License margin percentage was at consistent level of 98% in fiscal 2008 compared. to 99% in fiscal
2007.

Fiscal 2007 Compared to Fiscal 2006

Cost of license revenues was $142,000 (or 1% of license revenues) in fiscal 2007, and decreased
$171,000 (or 55%) from the cost of license revenues of $313,000 {or 4% of license revenues) in fiscal
2006. The decrease was primarily due to the reversal of warranty reserves upon expiration of the
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warranty period in our European operations during fiscal 2007 for which there were no counterparts in
fiscal 2006. These warranty reserves were related to two consulting arrangements completed in fiscal
2006.

License margin percentage increased by 3% points in fiscal 2007 compared to fiscal 2006 as a
result of the decrease in cost of license revenues in fiscal 2007.

Cost_of maintenance revenues; Cost of maintenance revenues consists primarily of customer
support personnel and related expenses, including payroll, employee benefits and allocated overhead.

The following table summarizes the cost of maintenance revenues (in thousands, except
percentages) in fiscal 2008, 2007 and 2006:

Fiscal Year ended Fiscal 2008 vs 2007 Fiscal 2007 vs 2006
October 31, Increase (Decrease) Increase (Decrease}

2008 2007 2006 In Dollars Percentage In Dollars Percentage

Maintenance i '

Revenues. . . .o v vv v ineeeeee e $9.041 $8,225 $6,726 $816 109%  $1,499 22%

COSE « v v e oo e e 1446 1469 1442 (23 2% 7 2%
Margin.......... S e $7,595 $6,756 $5,284  $839 12% $1472- 28%
Margin percentage ....... . 84% 82% 19%

Fiscal 2008 Compared to Fiscal 2007

Cost of maintenance revenues was $1.4 million (or 16% of maintenance revenues) for fiscal 2008,
representing a decrease of $23,000 (or 2%) from $1.5 million (or 18% of maintenance revenues)
reported in fiscal 2007. The overall cost of maintenance revenues in absolute dollars remained relatively
consistent in these two fiscal years. The slight decrease in absolute dollars of $23,000 was primarily due
to a reduction in facility expenses of approximately $153,000 in our U.S, operations as a result of our
occupying lesser square footage in our Redwood City facility than in our former Fremont offices. This
decrease was partially offset by unfavorable foreign currency fluctuations of approximately $77,000 and
an increase in salary and related expenses and bonus expense of approximately $45,000 in our U.S.
operations. ‘ ’ ’

. Maintenance margin percentage improved by 2% points in fiscal 2008 compared to fiscal 2007
primarily due to our providing increased maintenance and support services with approximately the
same number of personnel as we used to provide such services in fiscal 2007.

Fiscal 2007 Compared to Fiscal 2006

Cost of maintenance revenues was $1.5 million (or 18% of maintenance revenues) in fiscal 2007,
representing an increase of $27,000 (or 2%) from the cost of cost of maintenance revenues of
$1.4 million (or 21% of maintenance revenues) reported in fiscal 2006. The overall cost of maintenance
revenues remained relatively consistent in these two years. The increase in absolute dollars of $27,000
in fiscal 2007 was mainly due to an increase in commission and bonus expense in both our European
and U.S operations.

Maintenance margin percentage improved by 3% points in fiscal 2007 compared to fiscal 2006
primarily due to our providing increased maintenance and support services with approximately the
same number of personnel as we used to provide such services in fiscal 2006.

Cost of professional services revenues: Cost of professional services consists of salaries, bonuses,
third party consulting fees and other costs associated with supporting our professional services
arganization.
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The following table summarizes the cost of professional services revenues (in thousands, except
percentages) in fiscal 2008, 2007 and 2006: : -

Fiscal Year ended Fiscal 2008 vs 2007 Fiscal 2007 vs 2006
+ October 31, Increase (Decrease) Increase (Decrease)

2008 2007 2006 In Dollars Percentage In Dollars Percentage

Professional services

REVENUES .. ..o oieeerenanennnnn. $335 $244 $1,550  $91 37%  $(1,306) ~84%

COS - vt e et 12 1127 10 — 0% (909) -89%
Margin . ....vuiet i $223 $132 § 529  $91 69% § (397) —75%
Margin percentage .. . .. ............. 67% 54% 34%

Fiscal 2008 Compared to Fiscal 2007

Cost of professional services revenues was $112,000 (or 33% of professional services revenues) in
fiscal 2008, consistent with the cost of professional services revenues of $112,000 (or 46% of
professional services revenues) in fiscal 2007.

In Europe, there is a typical one-year warranty requirement for all of our products and services.
Prior to our merger with Poet in March 2004, Poet Holdings, Inc. provided for a reserve for such
warranties that could be in excess of its regular maintenance programs. As of October 31, 2008, we
continued to maintain a warranty reserve of approximately $9,000 related to the FastObJects products
in Europe.

The professional services margin percentage improved by 13% points in fiscal 2008 compared to
fiscal 2007 due to better utilization of our professional personnel and increased professional services
revenues in fiscal 2008 with cssentially the same cost base for these services as fiscal 2007.

F:scal 2007 Compared to Fiscal 2006

Cost of professional services revenues was $112 000 (or 46% of professmnal services revenues) in
fiscal 2007, and decreased $909 000 (or 89%) from the cost of professional services revenues of
$1.0 million (or 66% of professional services revenues) in fiscal 2006. This decrease was primarily due
to the reallocation of headcounts in our European consulting team from professional services activities
to research and development efforts as a result of the completion of major percentage-of-completion
consulting projects with two European customers in fiscal 2006 that were not replicated in fiscal 2007.

As of October 31, 2007, we maintained a warranty reserve of approximately $10,000 related to the
FastObjects products in Europe. Pursuant to our consulting percentage-of-completion engagements with
certain European customers, we recorded additional warranty reserves of $128,000 for fiscal 2006.
These reserves were subsequently reversed during the fourth quarter of fiscal 2007 upon expiration of
the one-year warranty period.

- The professional services margin percentage improved by 20% points in fiscal 2007 compared to
fiscal 2006 due to better.utilization of our professional personnel.

Amortization of Intangible Assets: The amortization of intangible assets in fiscal 2008 consists of
the amortization of intangible assets acquired in our 2004 acqmsmons of Poet Holdings, Inc.,
FastObjects, Inc. and JDO Gcnle technology.
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The following table summarizes the amortization of intangible assets (in thousands, except.
percentages) in fiscal 2008, 2007 and 2006:

Fiscal Year ended Fiscal 2008 vs 2007 Fiscal 2007 vs 2006

October 31, Increase (Decrease} Increase (Decrease)

2008 2007 2006 In Dollars Percentage In Dollars Percentage
Poet Holdings, Inc. . ................... 189 189 189 — 0% — 0%
JDO Genie (PTY),LTD. ............... 11¢ 110 110 — 0% — 0%
FastObjects, Inc. . ..................... 16 16 16 — 0% e 0%
Total amortization of purchased intangibles . . . $315 $315 $315 § — 0% $— 0%

Fiscal 2008 Compared to Fiscal 2007

Amortization of intangible assets was $315,000 (or 2% of license revenues) in fiscal 2008, which
was consistent with the amount incurred in fiscal 2007. We expect to incur quarterly amortization
charges of approximately $79,000 for each of the first two quarters of fiscal 2009 and $69,000 and
$51,000 for the third and fourth quarters of fiscal 2009, respectively. The amortization charges
projected for fiscal 2009 do not include any estimates for amortization of intangible assets related to
the dbdo asset purchase in December 2008.

Fiscal 2007 Compared to Fiscal 2006

Amortization of intangible assets was $315,000 (or 2% of license revenues) in fiscal 2007, which
was consistent with the amount incurred in fiscal 2006.

Operating Expenses

Operating Expenses. The following table summarizes our operating expenses (in thousands, except
percentages) for fiscal 2008, 2007 and 2006:

Fiscal 2008 vs 2007 ' Fiscal 2007 vs 2006
Fiscal Year ended October 31, Increase (Decrease) Increase (Decrease)

2008 2007 2006 In Dollars Percentage In Dollars Percentage

Operating expenses ‘
Sales and marketing .. ........... $ 3,620 $ 3,392 § 3,002 § 228 7% § 330 11%

Research and development ........ 4,066 3,410 3,147 - 656 19% 263 8%
General and administrative . ....... 5479 4401 3712 1,078 24% 689 . 19%
Loss on the liquidation of a forclgn

subsidiary ........... e — 245 —  (245) -100% @ 245 100%
Restructuring .. ............0..0. — — 218 — — (218) -100%
Total .. ... $13,165 $11,448 $10,139 $1,717 15% $1,309 13%

Fiscal 2008 Compared to Fiscal 2007

Total operating expenses were $13.2 million (or 52% of total revenues) in fiscal 2008 and increased
$1.7 million (or 15%) from $11.4 million (or 54% of total revenues) reported in fiscal 2007. The
$1.7 million (or 15%) increase of total operating expenses in absolute dollars for fiscal 2008 resulted
primarily from an increase in our general and administrative and research and development expenses
and, to a lesser degree, from an increase in our sales and marketing expenses, discussed further betow.
This increase also included an unfavorable foreign currency exchange fluctuation of $695,000. However
total operating expenses in fiscal 2008 represented a lower percentage of total revenues than did total
operating expenses in fiscal 2007. '
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In June 2007 we relocated our U.S. corporate headquarters from Fremont, California to Redwood
City, California. As a result of this relocation, we anticipate a reduction in our quarterly operating
expenses for financial reporting purposes of approximately $125,000 in building lease and related
facility expenses through the end of the current lease term which is now scheduled for May 2010. This
reduction in our lease and facility expenses is primarily due to the fact that we occupy less square
footage in our new Redwood City facility than in our former Fremont offices.

Sales and Marketing: Sales and marketing expenses consist primarily of personnel and related
expenses, commissions earned by sales personnel, trade shows, travel and other marketing
communication costs, such as advertising and other marketing programs.

Sales and marketing expenses were $3.6 million (or 14% of revenues) in fiscal 2008, an increase of
$228,000 (or 7%), compared to $3.4 million (or 16% of total revenues) in fiscal 2007. The $228,000 (or
7%) increase in absolute dollars for fiscal 2008 was primarily due to an approximate $184,000 increase
in salary and related-expenses as a result of the addition of three persons to the sales and marketing
organization in our European operations, an unfavorable foreign currency exchange fluctuations of
approximately $247,000, an approximate $131,000 increase in stock-based compensation expense,
primarily due to a higher market price of our stock during fiscal 2008, and an approximate $112,000
increase in marketing expenses related to advertising campaigns, trade shows and other marketing
programs in both our European and U.S. operations. These increases were partially offset by an
approximate $323,000 decrease in sales commission and bonus expense in our European operations due
to over-performance of the sales targets in fiscal 2007 that were not repeated in fiscal 2008, and an
approximate $115,000 decrease in facility expenses in our U.S. operations as a result of our occupying
lesser square footage in our Redwood City facility than in our former Fremont offices.

We expect our sales and marketing expenses to increase moderately in fiscal 2009 over fiscal 2008
due to our recent acquisition of dbdo in December 2008, as well as both recent and anticipated -
increases in sales personnel and in marketing programs, and that sales and marketing expenses will
continue to represent a considerable percentage of our total operating expenditures in the future.

_ Research and Development: Research and development expenses consist primarily of personnel
and related expenses, including payroll and employee benefits, expenses for facilities and payments
made to outside software development contractors.

Research and development expenses were $4.1 million (or 16% of revenues) for fiscal 2008, an -
increase of $656,000 {or 19%), compared to $3.4 million (or 16% of revenues) in fiscal 2007. The
$656,000 (or 19%) increase in absolute dollars for research and development expenses in fiscal 2008
was mainly due to unfavorable foreign currency exchange fluctuations of approximately $338,000, an
increase of approximately $257,000 as a result of using third party contractors for certain research and
development projects, an approximate $139,000 increase in stock-based compensation expense primarily
due to a higher market price of our stock during fiscal 2008, an increase of two personnel in our
European operations resulting in an increase of approximately $120,000 in salary and payroll related
expenses, and an increase in building rent expense in our Indian facility of approximately $92,000 from
fiscal 2007. These increases were partially offset by a decrease in research and development expenses
due to headcount reductions of four personnel in our U.S. operations, resulting in a reduction of salary
and payroll related expenses of approximately $186,000 during fiscal 2008, and by a decrease of
approximately $84,000 in our European operations due to the fact in fiscal 2007 we transferred certain
technical support personnel to research and development projects but did not do so in fiscal 2008.

We anticipate that we will continue to invest significant resources in research and development
activities in the future to develop new products, advance the technology of our existing products and
develop new business opportunities, including research and development activities related to our recent
acquisition of dbd4o in December 2008. We expect our research and development expenses to increase
moderately in fiscal 2009 compared to research and development expenses levels in fiscal 2008.
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General and Administrative: General and administrative expenses consist pnmarily of personnel
and related expenses and general operating expenses. .

General and administrative expenses were $5.5 million (or 22% of total revenues) in fiscal 2008, an
increase of $1.1 million (or 24%), compared to $4.4 million (or 21% of total revenues) in fiscal 2007.
The $1.1 million (or 24%) increase in absolute dollars in general and administrative expenses in fiscal
2008 was primarily due to an $800,000 settlement of a litigation, an approximate $567,000 increase in
SOX 404 related costs mcludmg audit fees, consulting services and salary related expenses, an
approximate $242,000 increase in stock-based compensation expense primarily as a result of a higher
market price for our stock in fiscal 2008 and unfavorable foreign currency exchange fluctuations of
approximately $111,000. These increases were partially offset by an approximate $304,000 decrease in
facility expenses in our U.S. operations as a result of our occupying lesser square footage in our
Redwood City facility than in our former Fremont offices, and an approximate $219,000 decrease in
bonus expense for one of our executive officers. :

We expect our general and administrative expenses in fiscal 2009 to decrease moderately from |
fiscal 2008. We incurred the costs of a litigation settlement and related legal costs in fiscal 2008 that we
do not expect to repeat in fiscal 2009, and we expect some moderate cost reductions related to
compliance with Section 404 of the Sarbanes-Oxley of 2002 followmg our initial implementation in
fiscal 2008.

Fiscal 2007 Compared to Fiscal 2006

Total operating expenses were $11.4 million (or 54% of total revenues) in fiscal 2007 and increased
$1.3 million (or 13%) from $10.1 million (or 61% of total revenues) reported in fiscal 2006. The
$1.3 million (or 13%) increase of total operating expenses in absolute dollars for fiscal 2007 resulted
primarily from an increase in our general and administrative and sales and marketing expenses and, to
a lesser degree, from an increase in our research and development expenses, discussed further below.
This increase also included an unfavorable foreign currency exchange fluctuation of $334,000. However
total operating expenses in fiscal 2007 represented a lower percentage of total revenues than did total |
operating expenses in fiscal 2006.

Sales and Marketing:  Sales and marketing expenses were $3.4 miltion (or 16% of total revenues)
in fiscal 2007, an increase of $330,000 (or 11%), compared to $3.1 million (or 19% of total revenues) in
fiscal 2006. The increase in absolute dollars for sales and marketing expense for fiscal 2007 was partly
due to an approximate $477,000 increase in sales commissions and bonuses payable as a result of
higher revenues for the Company in fiscal 2007 than in fiscal 2006 in both our European and U.S.
operations, and an approximate $127,000 increase in marketing expenses related to advertising
campaigns and trade shows in our European operations. The increase was partially offset by one
headcount reduction in our U.S. operations (resulting in a reduction of salary, severance and other
payroll related expenses totaling $212,000) and an approximate $68,000 decrease in marketing programs
in our U.S. operations.

Research and Development: Research and development expenses were $3.4 million (or 16% of
revenues) for fiscal 2007, an increase of $263,000 (or 8%), compared to $3.1 million (or 19% of
revenues) in fiscal 2006. The increase in absolute dollars for research and development expenses for
fiscal 2007 was mainly due to an increase of seven headcounts in our European operations, resulting in
an increase of approximately $1.0 million in research and development expenses from fiscal 2006, an
increase of $5108,000 in bonus expenses as a result of improved financial results in fiscal 2007 as
compared to fiscal 2006, and an increase in building rent expense in our Indian facility of
approximately $40,000 over fiscal 2006. These increases were partially offset by a decrease in research
and development expenses in our U.S. operations due to headcount reductions of four personnel, which
resulted in a reduction of salary and payroll related expenses of approximately $1.0 million. '
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General and Administrative: General and administrative expenses were $4.4 million (or 21% of
total revenues) in fiscal 2007, an increase of $689,000 (or 19%), compared to $3.7 million (or 22% of
total revenues) in fiscal 2006. The increase in absolute dollars for fiscal 2007 was primarily due to an
approximate $391,000 increase in legal fees and costs associated with a then-pending litigation, an
approximate $373,000 increase in bonuses as a result of improved financial results in fiscal 2007 as
compared to fiscal 2006, an approximate $145,000 increase in stock-based compensation expense due to
stock option grants and increased participation in our Employee Stock Purchase Plan, and an
approximate $74,000 net increase in facility expenses as a result of costs related to the relocation of our
U.S. corporate headquarters from Fremont, California to Redwood City, California. These increases
were offset by one headcount reduction in our U.S. operations (resulting in a reduction of salary,
severance and other payroll related expenses totaling $287,000) and an approximate $101,000 decrease
in accounting and auditing fees in our U.S. operations.

Loss on the Liguidation of a Foreign Subsidiary: Loss on the liquidation of a foreign subsidiary
reflects the realization of accumulated foreign currency translation adjustments related to our former
U.K. subsidiary, Versant Ltd., upon completion of its liquidation in fiscal 2007.

The loss on the liquidation of a foreign subsidiary was $245,000 (or 1% of total revenues) in fiscal
2007 with no comparable amount in fiscal 2006. We elected to liquidate Versant Ltd., our subsidiary in
the United Kingdom, to reduce costs and centralize our European operations. The liquidation of
Versant Ltd. was completed in the fourth quarter of fiscal 2007, and in accordance with the provisions
of SFAS 52, we recorded a $245,000 operating loss to reflect the realization of accumulated foreign
currency translation adjustments related to Versant Ltd.

Outside Shareholders’ Income from Variable Int‘erest Entity or “VIE”

Fiscal Year ended Fiscal 2008 vs 2007 Fiscal 2007 vs 2006

October 31, Increase (Decrease) Increase {Decrease)
2008 2007 2006 In Dollars Percentage In Dollars Percentage
Outside shareholders’ income from VIE . .. .. $ — 85— %138 §$— — $(138) -100%

During the three months ‘ended July 31, 2005, as part of our restructuring plan, we spun off the
assets of our VOA Net product to Vanatec GmbH, a private company, and we committed to a capital
contribution to Vanatec of an additional 212,500 euros (or $260,000), which we contributed in full on
November 3, 2005. We determined that equity at risk in Vanatec was not sufficient to permit it to
finance its activities without additional subordinated financial support and accordingly we considered
Vanatec a variable interest entity in accordance with FIN 46(R), Consolidation of Variable Interest
Entities (As Amended).

Vanatec’s results of operations were included in our consolidated financial statements for the three
month periods ended July 31, 2005, October 31, 2005 and January 31, 2006 and for the period from
February 1, 2006 through March 27, 2006. During the three months ended January 31, 2006, we
absorbed our share of Vanatec’s losses up to the point that it exceeded variable interest liability; and
subsequent to that we absorbed 100% of the losses that Vanatec had incurred for an additional amount
of $35,000 for the three months ended January 31, 2006. In addition, we continued to absorb 100% of
Vanatec’s losses for an additional amount of $70,000 for the period between February 1, 2006 and
March 27, 2006, until we determined that we were no longer required to consolidate Vanatec’s
operating results, as described below, : :

On March 27, 2006, we sold our 19.6% interest in Vanatec to a third party investor for 4,900 euros
and entered into a joint ownership agreement with Vanatec with respect to certain technology we had
previously licensed to Vanatec. According to this agreement, Vanatec is obligated to pay Versant a
running royalty at a rate of six percent of its net proceeds, but no less than 30 euros per copy, from




licenses it grants of the technology co-owned by Vanatec and Versant for a period of five years .
following the effective date of this agreement. Further, ‘at-any time during the royalty period, Vanatec
had the right to exercise. a:buyout for its royalty. obligations by making a one-time payment to Versant.
of 100,000 euros, which Vanatec exercised during'the three months ended October 31, 2008 when it .
remitted the buyout payment of 100,000-¢uros to Versant. As:a result of Versant’s sale of its interest in
Vanatec and this agreement, Versant.determined that it was-no longer the primary.beneficiary of k
Vanatec as defined by FIN 46 (R) and thus, was no longer required to consolidate Vanatec’s operating
results after March 27, 2006.

.

Interest and Other Income Net \

Interest and other income, net consists of interest income earned- from our.cash and cash
equivalents net of interest expense due to our financing activities, miscellaneous refunds and foreign -
exchange rate gains and losses as a result of settling transactions denominated in currenc1es other than
our functional currency. . , -
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The following table summarizes our other income, net (in thousands, except percentages) in ftscal
2008, 2007 and 2006: ', "

1r

‘ Fiscnl- Year ended Fiscal 2008 vs 2007 Fiscal 2007 vs 2006
October 11, Increase (Decrease) . Increase (Decrease)

. - . 2008 2007 2006 I[n Dollars Percentage, ln Dollars Percentage

. PN

Interest and other income, net a1 ‘ ‘ oo . N
Interest income .. ... ..... .. ... ....... $880 $531 $154. $349.  66% $377 245%
Interest expense . ......... %0 ... e () (5) (6) 4, -80% . 1. -17%
Foreign exchange gain (loss) . ............ “(13) 90) 6 77 86% (96) —1600%
Otherincome ........................ 5 9% 54 91y -95% 42 78%
Total .. ... 50 00 0 eo Lot 2000, $871 §532 $208- 8339 - 64% 83240 - 156%
.. Yoot y ” LA - - .
Fiscal 2008 Comparéd to Fiscal 2007~ "+ ", | AR

Interest and other income, net was $871,000 (or 4% of total revenues) in flscal 2008 compared tor
$532,000 (or 3% of revenues) in fiscal 2007. The increase in absolute dollars of $339,000 (or 64%) was.
largely due to an increase of $349, 000 in interest income from both our European and U.S. operatlons
as a result of higher cash balances and included favorable foreign currency ﬂuctuattons of’ :
apprommately $50,000. This increase was partially offset by the absénce in fiscal 2008 of other i mcome
associated with the sale of excess furniture related to the relocation of our U.S, headquarters that was
recogmzed in the third quarter of flscal 2007, . ooy b e , o
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Fiscal 2007 Compared to F15c3112006 o B SN oL

Interest .and other income, net was $532 000 (or 3% of revenues) in fiscal 2007 compared to
$208,000 (or 1% of revenues) in fiscal 2006. The i mcrease in absolute dollars of $324,000 (or 156%) was
largely ‘due to an increase of $377 000 in_interest income from Jboth our European and U.S. operattons
as a result of higher cash balances as well as hlgher interest rates, and an increase of $42,000i in other
income primarily associated with the sale of excess, furnlture and equipment related’ 1o the relocatlon of
our U.S. headquarters, and was pamally offset by $96 000 in unfavorable forelgn exchange rate "
fluctuations. . . i
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Gain on Dtsposal of VIE . . x -

As discussed above, we are no longer requrred to consolidate the operatmg results of Vanatec as of
March 28, 2006; therefore, we recorded a gain of $131,000 related to the deconsolidation of Vanatec in
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The following tablé summarizes our ‘tash balances held in foreign currencies and their equivalent
U.S. dollar amounts_(in thousands)s = v oo . Ly

AT

As of October 31, 2008

- LA

o - oo Local Currency US. Doltar
Cash ln forelgn currency e Y . boo ' “ C T ;
Euro ...... .... P e T R L3668, 783 T
British Pound . . . ... P P A A £28 ¢ 47 ¢ '
India Rupee . ................... L Rs 12605 241 .
0L 2071

L e P T . : R ' e
We transact business in various foreign' cufrencies and, accordingly, we'dre siibject to exposure *-"
from adverse movements in"foreign currency exchange rates. The effect of changes-in- férei'gn'crirfen(:y :
exchange tates on our net operatlng results in fiscal 2008 were comprised of $1.7 million of favorable +*
foreign currency fluctuations on oui revenues, $106,000 of unfavorable foreign currency ‘Auctuations on
our cost of revenues, and $695,000 of unfavorable foreign currency fluctuations on our-‘operating
expenses, resulting in a net favorable effect of approximately $899,000 in our statements of income for
fiscal 2008. Operating expenses incurred by our foreign subSIdlanes are denon:unated prlmarlly in local
currencies. We currently do not use financial instruments to hedge these operating expenses. We intend

to assess the need to utilize financial instruments to hedge currency exposures on an ongoing basis
durmg fiscal 2009

Our exposure to foreign exchange risk is related to the magnitude of foreign net profits and losses,
denominated in euros, as well as our net position of monetary assets and monetary liabilities in_the’
euro. This exposure has the potenttal to produce either gains or losses within our consolidated results.
However, in some instances our European operations act as a natural hedgg, since both. operatjng |
expenses as well as revenues are denominated in local currencies. In these mstances although an
unfavorableé ‘change in the exchange rate of the euro against the U.S.-dollar will result in lower. : '
revenues when' translated into U.S. dollars, our ‘European operating expenditures will be' lower as' well.
Additionally, we held approximately 92% of our total cash balance at-Octobér 3152008 in the form of
U.S. dollars to assist in neutralizing the impact of foreign currency fluctuations. oL

In reldtion to'our cash balances held overseas, there were no European Union foreign exchange
restrictions on répatriating+our overseas-held cash to the United States. However, we-may be’ subject to
income tax withholding in the source countries and to U.S. federal-and state’ income-taxes in the future
if the cash payment or transfer from our subsidiaries to the U.S. parent were to be classified as a
dividend. Other payments made by our European overseas subsidiaries-in the'ordinary coursé of - -
business (¢.g. payment of royalties or interest from the subsidiaries to the U.S. parent) were generally
not sub]ect to. income tax w1thholdmg due to tax treanes i . . o

Our cash equivalents primarily consist of money market accounts;’ accordmgly,v"our interest rate
risk is not considered significant.

On December 1,-2008, our Board of Directors approved a stock repurchase program. Under the
program, we are authorized to potentially repurchase up to $5.0 million worth of our outstanding = - 3
common shares from time to time on.the open. market, in block trades or otherwise. Any, repurchases
made under the program are expected to be funded from the company’s working capital. In December
2008, we comlmtted $2. 4 mn]hon in cash (mcludmg $300, 000 of contingent payrnents) to acquire the
assets of the database software business of privately-held Servo Software Inc., (formerly .
dbdobjects, Inc.). Taking into consideration the cash outflows related to both the dbdo acqulsltlon of
assets and potential common. stock repurchases, we believe that with our currént cost structure and

- ' PR U Y vl e N et L o7 ' v, ‘!
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licenses it grants of the technology co-owned by Vanatec and Versant for a period of five years
following the effective date of this agreemeiit. Further, at any time during the royalty period, Vanatec
had the right to exercise a buyout for its royalty obligations by making a one-time payment to Versant.
of 100,000 euros, which Vanatec exercised during the three months ended October 31, 2008 when it
remitted the buyout payment of 100,000 euros to Versant. As.a result of Versant’s sale of its interest in
Vanatec and this agreement, Versant determined that it was-no longer the primary beneficiary of
Vanatec as defined by FIN 46 (R), and thus, was no longer required to consolidate Vanatec’s operating
results after March 27, 2006. .

Interest and Other Income, Net

Interest and other income, net consists of interest income earned from our cash and cash
equivalents net of interest expense due to our financing activities, miscellaneous refunds and foreign
exchange rate gains and losses as a result of settling transactions denominated in currencies other than
our functional currency.

The following table summarizes our other income, net (in thousands, except percentages) in fiscal
2008, 2007 and 2006:

Fiscal Year ended Fiscal 2008 vs 2007 Fiscal 2007 vs 2006
October 31, Increase (Decrease) Increase (Decrease)

2008 2007 2006 In Dollars Percentage In Dollars Percentage

Interest and other income, net .o C
Interestincome ... .....oov oo, . $880 $531 $154 $349 66%  $377 245%

Interest expense ........... e (1) (5) (6) 4. . —80% 1 -17%
Foreign exchange gain (loss) ............. (13) 90 6 77 . 86% (96) —1600%
Otherincome ........................ 5 9% 54 (91) —905% 42 78%

Total.......... e Lia.oolooo. 7, 8871 $532-%208 18339 0 64%  $324- 156%

Fiscal 2008 Compared to Fiscal 2007 o

Interest and other income, net was $871,000 (or 4% of total revenues) in fiscal 2008 compared tor
$532,000 (or 3% of revenues) in fiscal 2007. The increase in absolute doltars of $339,000 (or 64%) was
largely due to an increase of $349,000 in interest income from both our European and U.S. operations
as a result of higher cash balances, and included favorable foreign currency fluctuations of
approximately $50,000. This increase was partially offset by the absence in fiscal 2008 of other income
associated with the sale of excess furniture related to the relocation of our U S. headquarters that was
recogmzed in the third quarter of fiscal 2007. ' :

Fiscal 2007 Compared to Fiscal 2006

Interest and other income, net was $532 000 (or 3% of revcnues) in fiscal 2007 compared to
$208,000 (or 1% of revennes), i in, fiscal 2006. The i increase in absolute dollars of $324,000 {or 1569%) was
" largely due to an increase of $377, 000 in interest income from both our European and U.S. operations
as a result of higher cash balances as well as hlgher interest rates, and an increase of $42,000 in other
income primarily associated with the sale of excess furniture and equipment related to the 'relocation of
our U.S. headquarters, and was partially offset by $96,000 i in unfavorable foreign exchange rate
fluctuations. ‘ ,

Gain on Disposal of VIE

As discussed above, we are no longer required to consolidate the operating resuits of Vanatec as of
March 28, 2006; therefore, we recorded a gain of $131,000 related to the deconsolidation of Vanatec in
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our consolidated statements of income during the three months ended April 30, 2006. This amount is
comprised of the reversal of the excess losses that we had absorbed. previously for $105,000, the, -
consideration that we received from a third party investor in.lieu of our interest at Vanatec of $6,000,
.the transfer of property and equipment for $17,000, other comprehensive income for $6,000, and offset
by foreign currency losses of $3,000. Consequently, the results of Vanatec are not included in the
Company’s conbohdated financial statements as of and for the fiscal years ended OQctober 31,:2007 and
2008. : . . . . : '

Provision for Income Taxes

Provision for income taxes primarily consists of corporate income taxes for our subsidiaries in
Germany and India and, to a lesser extent, foreign withholding taxes and state income and franchise
taxes in the U.S. | : . . ..

The following table surimarizes our provision for income taxes (in"thousands, except percentages)
in fiscal 2008, 2007 and 2006:

Fiscal Year ended Fiscal 2008 vs 2007 *  Fiscal 2007 vs 2006
October 31, Increase (Decrease) ~ Increase (Decrease)

2008 2007 2006 In Dellars Percentage In Dollars Percentage

Provision for income {axes

Foreign withholding taxes “.......... L. 8 253851 % 70 8202 . 396% § 44 629%
Provision for income taxes Europe .. ... ... 1,155 751 336 404 . 54% 415 | 124%
Provision for income taxes India . ... .. L. 19 15 15 4 27% — . 0%
Federal, state and franchise,taxes . . ....... . 4 50 32 (46) —-92% 18 - . 56%

Total ............. e $1,431 $867 $390 8564 . © 65% 8477 122%

Although we have not exhausted our net operating tax loss carry forwards in Germany, the
German tax code provides for certain annual statutory limitations related to the use of tax loss carry
forward amounts. The provision for income taxes in Germany of approximately $1.2 million, $751,000
and $336,000 for fiscal 2008, fiscal 2007 and fiscal 2006, respectively, were attributable to taxable =~
income related to our German operations that were in excess of the allowable utilization of the tax loss
carry forwards, and therefore, sub]ect to corporate taxes.

We incurred forelgn w1thholdmg ‘taxes and stat¢ income and franchise taxes of approximately
$257,000, $101,000, and $39,000 in fiscal 2008, flscal 2007 and fiscal 2006, respectively, Wthh we have
included in our income tax prov1510n

At October 31, 2008 we had U.S. federal and state nct Operatmg loss carry forwards of -
approximately $69.7 million and $12.0 million, respectively, and U.S. federal and state tax credit carry
forwards of approximately $1.3 million and $700,000, respectively. The federal and state net operating
loss carry forwards expire on various dates through 2025. The U.S. federal tax credit carry forwards
expire on various dates through 2023, if not utilized. The state tax credit can be carried forward
indefinitely. Additionally, at October 31, 2008, we had German net operating tax loss carry forwards of
approximately $32.0 million. The German tax code provides for certain annual statutory limitations
related to the use of tax loss carry forward amounts. For each taxable year, we may utilize German tax
loss carry forwards fully up to the first million euros of taxable income, and thereafter, the tax loss,
carry forwards are limited to 60% of taxable income. Due to our history of operatmg losses, we believe
that there is sufficient uncertainty regarding the realizability of these carry forwards and, therefore, a
valuation allowance of approximately $37.1 million has been recorded against the Company’s net
deferred tax assets. We will continue to assess the reahzablhty of the tax benefit available based on
actual and forecasted operating results.
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Due to “change in ownership” provisions of the Internal Revenue Code of 1986, the availability of
net operating loss and tax carry forwards to offset federal taxable income in future periods is subjéect to
an annual hmltatlon :

A portion of deferred tax assets relating to net Operatmg losses pertains to net operating loss carry
forwards resulting from tax deductions upon the exercise of employee stock options of approximately
$1.6 million. When recognized, the 1ax benefit of these loss carry forwards will be accounted for as a
credit to additional paid-in capital rather than a reduction of income tax expense.

Income from Discontinued Operations, Net of Income Taxes

In February 2006, we sold our WebSphere consulting business in exchange for a one-time cash
payment plus certain contingent payments during a 24-month period following the close of the
transaction. As a result, we have reflected the results of gperations of the WebSphere consultmg
practice for fiscal 2008, fiscal 2007, and fiscal 2006 as income from discontinued operations, net of
income taxes. Therefore, reported revenues for these periods no longer include any revenues from the
WebSphere consulting practice. :

The following table summarizes our income from discontinued operatlons net of income taxes (in
thousands, except percéntages) in fiscal 2008, 2007 and 2006 ‘

[

Fiscal Year ended Fiscal 2008 vs 2b07 Fiscal 2007 vs 2006
QOctober 31, Increase (Decrease) Increase (Decrease)

2008 2007 2006 In Dollars Percentage In Dollars Percentage '

Income from discontinued operatlom net of ' ' : _
income taxes'. ... ..... 1.1 ... Ll $98 $304 $231 ° $(206) -68% $73 32%

Fiscal 2008 Compared' to Fisc_al 2007

Under the Asset Purchase Agreement dated February 1, 2006 between Sima and Versant, we were
entitled to receive contingent earn-out payments from Sima related to the WebSphere business for a
24-month period following the closing of the Agreement. This 24- month payment penod expired on
January 31, 2008, - Co

Income from discontinued operations, net of income taxes was $98,000 in fiscal 2008 compared to
$304,000 in fiscal 2007. Income from discontinued operations in fiscal 2008.and fiscal 2007 represented
primarily royalty payments from WebSphere during these two fiscal years.

Fiscal 2007. ComDared to Fiscal 2006

' Income from discontinued operations, net of i income taxes was $304,000 in fiscal 2007 compared to
$231,000 in fiscal 2006. Income from discontinued operations in fiscal 2007 and fiscal 2006 represented
primarily royalty payments from WebSphere during these two years.

Liquidity and Capital Resources
Cash and Cash Egquivalents . - S

" In fiscal 2008, we financed our operations and met our capital expendlture requirements primarily
through cash flows from operatnons As of October 31, 2008, we had cash and cash equivalents of
approximately $27.2 million, an increase of $8.1 million over the $19 1 million of cash and cash
equwalg:nts we held at October 31, 2007.

As of October 31, 2008 $9.5 million of our $27.2 mllhon in cash and cash equlvalents at that date
was held in foreign financial institutions, of which $2.1 million was held in foreign currencies.
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The following table summarizes our cash balances held in foreign currencies and their equivalent
U.S. dollar amounts (in thousands):. . .

As of October 31, 2008
Local Currency  U.S. Dollar

Cash in foreign currency:

Euro ...... e L0 €366 $1,783
British Pound ............... e £28 - 47
IndiaRupee .................... e Rs. 12,605 24

Total . ..o - §2,071

We transact business in various foreign currencies and, accordingly, we are subject to exposure
from adverse movements in foreign currency exchange rates. The effect of changes in-foreign currency
exchange rates on our net operating resuits in fiscal 2008 were comprised of $1.7 million of favorable
foreign currency fluctuations on our revenues, $106,000 of unfavorable foreign currency fluctuations on
our cost of revenues, and $695,000 of unfavorable foreign currency fluctuations on our operating
expenses, resulting in a net favorable effect of approximately $899,000 in our statements of income for
fiscal 2008. Operating expenses incurred by our foreign subsidiaries are denominated primarily in local
currencies. We currently do not use financial instruments to hedge these operating expenses. We intend
to assess the need to utilize financial instruments to hedge currency exposures on an ongoing basis
during fiscal 2009.

Our exposure to foreign exchange risk is related to the magnitude of foreign net profits and losses
denominated in euros, as well as our net position of monetary assets and monetary liabilities in the
euro. This exposure has the potential to produce either gains or losses within our consolidated results.
However, in some instances our European operations act as a natural hedge, since both operating .
expenses as well as revenues are denominated in local currencies. In these instances, although an
unfavorable change in the exchange rate of the euro against the U.S. dollar will result in lower :
revenues when translated into U.S. dollars, our European operating expenditures will be lower as well.
Additionally, we held approximately 92% of our total cash balance at October 31, 2008 in the form of
U.S. dollars to assist in neutralizing the impact of foreign currency fluctuations.

In relation to’our cash balances held overseas, there wére no European Union foreign exchange
restrictions on repatriating our overseas-held cash to the United States. However, we-may be subject to
income tax withholding in the source countries and to U.S. federal and state income taxes in the future
if the cash payment or transfer from our subsidiaries to the U.8. parent were to be classified as a
dividend. Other payments made by our European overseas subsidiaries in the ordinary course of
business (e.g. payment of royalties or interest from the subsidiaries to the U.S. parent) were generally
not subject to income tax withholding due to tax treaties.

Qur cash equivalents primarily consist of money market accounts; accordingly, our interest rate
risk is not considered significant.

On December 1, 2008, our Board of Directors approved a stock repurchase program. Under the
program, we are authorized to potentially repurchase up to $5.0 million worth of our outstanding
common shares from time to time on the open market, in block trades or otherwise. Any repurchases
made under the program are expected to be funded from the company’s working capital. In December
2008, we committed $2.4 million in cash (including $300,000 of contingent payments) to acquire the
assets of the database software business of privately-held Servo Software, Inc. (formerly
dbd4objects, Inc.). Taking into consideration the cash outflows related to both the dbdo acquisition of
assets and potential common stock repurchases, we believe that with our current cost structure and
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based on our current estimates of revenues and collections in fiscal 2009, we can reasonably expect to
operate at a moderate positive cash flow level in fiscal 2009.

Cash Flow provided by Operating Activities

This table aggregates certain line items from our cash flow statements for the followmg fiscal years
to present the key items affecting our operating activities (in thousands): .

Fiscal Year ended October 31,

Net cash provided by operating activities: ’ - 2008 2007 2006
Nt IMCOME & o oo e e e et e et et e et e e ettt $9.489 $ 7,633 $ 4301
Gain from the disposal of assets .............. . .. . i — — (599
Loss on the liquidation of a foreign subsidiary ................... — 245 —
Net income from discontinued operations. . .................. e (98) (304) (231)
Non-cash adjustments ............ ..., e 1,505 1,052 674
ACCOURLS TECEIVADIE . . .\ vttt e e e et ieiee e e (536) 689 (260)
141 1) g Y= - (18) 266 194
Accounts payable, accrued liabilities and other liabilities ... ......... (929) 195 (1,342)
Deferred TevelUES . . ..o vttt et (748) 324 673
Deferred rent .. ...ttt it e it i e ¥)) (62) (137)

Total .. ...t e $8,658 $10,038 § 3,273

_The main source of our operating cash flows is cash collections from customers who have
purchased our products and services. Our primary uses of cash in operating activities are payments for
personnel related expenditures and facilities costs.

Fiscal 2008

We generated $8.7 million of cash flows from operations in fiscal 2008. This was primarily derived
from $9.5 million in net income offset by a $929,000 reduction in accounts payables and other
liabilities. .

Non-cash adjustments were $1.5 million, as reflected in our cash flow statement in fiscal 2008,
which were primarily stock-based compensation expense of $921,000 and depreciation and amortization
expense of $638,000. Non-cash adjustments may increase or decrease in the future and, as a result, this

might positively or negatively impact our future operating results, but they will not have a direct impact
on our cash flows.

The timing of payments to our vendors for accounts payable and collections from our customers
for accounts receivable will impact our cash flows from operating activities. We typically pay our
vendors and service providers in accordance with their invoice terms and conditions. Our standard
payment terms for our invoices are usually between 30 and 60 days net.

We measure the effectiveness of our collection efforts by an analysis of our accounts receivable
and our days sales outstanding (DSQO). We calculate DSO by taking the ending accounts receivable
balances (net of bad debt allowance) divided by the average daily sales amount. Average daily sales
amount is calculated by dividing the total quarterly revenue recognized net of changes in deferred
revenues by 91.25 days. Collection of accounts receivable and related DSO could fluctuate in the future
periods, due to timing and amount of our revenues and the effectiveness of our collection efforts. Our
DSOs were 51 days, 38 days and 56 days for the three months ended October 31, 2008; October 31,
2007 and October 31, 2006, respectively.
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Our working capital was $25.4 million as of October 31, 2008 compared to $15.3 million as of
October 31, 2007.

Fiscal 2007

We generated $10.0 million of cash flows from operations in fiscal 2007, This was primarily derived
from $7.6 million in net income and a $955,000 reduction in accounts receivables and other assets.

Non-cash adjustments were $1.1 million, as reflected in our cash flow statement in fiscal 2007,
which were primarily depreciation and amortization expense of $637,000 and stock-based compensatlon
expense of $416,000.

Our working capital was $15.3 million as of October 31, 2007 compared to $6 2 million as of
October 3] 2006.

We relocated our U.S. corporate headquarters from Fremont, California to Redwood City,
California in June 2007 occupying less square footage. As a result of this relocation, we experienced a
reduction in our annual operating expenses for financial reporting purposes of approximately $500,000.

Fiscal 2006

We generated $3.3 million of cash flows from operations in fiscal 2006. This was primarily derived
from $4.3 million in net income and was partially offset by $806,000 cash used, as a result of reduction
in accounts payables, accrued liabilities and other liabilities, deferred revenues and deferred rent.

Non-cash adjustments were $674,000, as reflected in our cash flow statement in fiscal 2006, which
were primarily depreciation and amortization expense of $518,000 and stock-based compensation
expense of $236,000. :

Cash Flow provided by (used in) Investing Activities

Our primary uses of cash 'in investing activities have typically been for the purchases of property
and equipment (mostly information technology related equipment). In fiscal 2006, we sold our
WebSphere consulting practice and our interests in Vanatec, the proceeds from which are reflected in
investing activities.

Fiscal 20'08

In fiscal 2008, net cash used in investing activities was apprommately $240,000, which reprcsented
cash used for purchases of property and equipment. °

We anticipate our overall spending related to property and eqmpment in fiscal 2009 to be at
consistent levels compared to ﬁscal 2008.-

Fiscal 2007

In fiscal 2007, net cash used in investing activities was apprmumately $677,000. This amount was
compriséd of the following: : .

*+ Cash used for purchases of property and equipment of approximately $735 000, including costs
related to the replacement of outdated server equipment and other computer related equipment

- in Germany, U.S. and India, and to a lesser extent, capital expenditures related to the relocation
of our U.S. corporate headquarters to Redwood City California, offset by ‘

* Cash inflows of approximately $58,000 from the sale of excess furniture and equipment in the
U.s.
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Fiscal 2006 : - SOt ) T . Lo, . ',-u

In ﬁscal 2006, net cash provrded by mvestmg activities was approxrmately $385, 000 whrch
compnsed of the following;

e o

v

’ H : ' oot o y - ' ' .
*» Cash inflows from the proceeds of sale of our: WebSphere practice and interests of Vanatec for
approximately $506,000, plus $23 000 of cash. generated from sales of property and eqmpment
offset by arh - . v T v lJ'l'L’r

oo 0T

* Cash used in purchases of property and equ1pment of $144, 000

i

Cash Flow provrded by Financing Actlvrtres o -

LT & . o N TP v

Our main source of cash from ﬁnancmg activities has been: proceeds from sales of common stock
under our employee stock ‘option and stock purchase plans and, in the*periods.that we had'a réceivable
line of credit in place perlodlc draw-downs onithe credlt line that we typlcally repaid v w1thm a month.

. . -
v " .. ' . R e ! MR

Fiscal 2008 oy
In fiscal 2008, $782,000 of cash was provided by financing activities comprlsed of the foliowlng

« Cash inflows of $792,000 due to proceeds from the sale of common “stock under our stock 0pt10ﬂ

and employee stock purchase plans, and

* Principal pdyments of $10,000 under capital lease obligations. '

Our future liquidity and capital resources could be impacted b'y the exercise of outstanding
common stock options and the cash proceeds we receive upon exercise of these securities. As of
October 31, 2008 we had approximately 188,000 shares available to issue under our current equity
incentive and director plans. The timing of the issuance of options under these plans, the duration and
timing of their vesting schedules and their grant price will all impact the timing of any exerc1ses and
proceeds. Accordingly, we cannot estimate the amount of such proceeds at this time.

- Our former $3,0 million credit facility with a financial institution expired by its terms in Jiine 2007,
and we currently do not anticipate’ establishing another credit or loan facility in fiscal 2009. . .-

o - i Lo B . . . “ oot . . I o

Fiscal 2007 i P wee Dogl [ 't et o _— A [ T
In fiscal 2007 $48“4.000'of é’asl“r.was provided, By financing aCtiﬁties 'cornprised of the followingr‘

* Cash inflows of $499,000 due to proceeds from the sale.of common stock under our stock optlon

and employee stock purchase plans, reduced by "= - . - R T

. Prmcrpal payments of $15, 000, under capltal lease oblrgatrons

"o e B L oo R

Fiscal 2006 ) N
- In fiscal. 2006, $140, 000 of cash was provrded by ﬁnancrng actmtles compnsed of the followmg %

r - +

N . I " T e, e ¥

« Cash inflows of $192 000 due to proceeds from the sale of common stock under our stock opuon

and employee stock purchase plans, offset by T Cra

* Cash payments-of $39,000 for the repayment of the borrowrng under our lme of credlt and G
principat payments of $13,000 under capital lease obligations. *. . = . nt- AN

1.

] J o . ' 033 . *

g .
Commitmients and Coutmgencres

e - P

(U ’ ' UPR B R 4
Our principal commitments as of October 31, 2008 consist of obligations under operating leases for
facilities and equipment commitments.
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Fiscal 2006

In fis'c'al‘20'06, net cash provided by investing activities was approximately $385,000, which
comprised of the following; |

* Cash inflows from the proceeds of sale of our WebSphere practice and interests of Vanatec for
approximately $506,000, plus $23,000 of cash generated from sales of property and equipment
offset by ’ : , , .

* Cash ﬁsed in puzchases of property and_equipmem of $144,000.

Cash Flow provided by Financing Activities

Our main source of cash from financing activities has been proceeds from sales of common stock
under our employee stock option and stock purchase plans and, in the’ periods that we had a receivable
line of credit in place, periodic draw-downs on:the credit line that we typically repaid within a month.
Fiscal 2008

In fiscal 2008, $782,000 of cash was provided by financing activities comprised of the following:

* Cash inflows of $792,000 due to proceeds from the sale of common stock under our stock 6pti0n
and employee stock purchase plans, and

+ Principal payments of $10,000 under capital lease obligations.

Our future liquidity and capital resources could be impacted by the exercise of outstanding
common stock options and the cash proceeds we receive upon exercise of these securities. As of
October 31, 2008 we had approximately 188,000 shares available to issue under our current equity
incentive and director plans. The timing of the issuance of options under these plans, the duration and
timing of their vesting schedules and their grant price will all impact the timing of any exercises and
proceeds. Accordingly, we cannot estimate the amount of such proceeds at this time.

Qur former $3.0 million credit facility with a financial institution expired by its terms in June 2007,
and we currently do not anticipate establishing another credit or loan facility in fiscal 2009.

Fiscal 2007 .
In fiscal 2007, $484,000 of cash.was provided by financing activities comprised of the following:

* Cash inflows of $499,000 due to proceeds from the sale of common stock under our stock option
and employee stock purchase plans, reduced by -

* Principal payments of $15,000 under capital lease obligations.

Fiscal 2006 ) . _ ,
In fiscal. 2006, $140,000 of cash was provided by financing activities comprised of the following:

+ Cash inflows of $192,000 due to proceeds from the sale of common stock under our stock option
and employee stock purchase plans, offset by

*+ Cash payments of $39,000 for the repayment of the borrowing under our line of credit, and
principal payments of $13,000 under capitat lease obligations.
Commitments and Contingencies

Our principal commitments as of October 31, 2008 consist of obligations under operating leases for
facilities and equipment commitments.
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On March 23, 2007, we entered into an office building lease with CA-Shorebreeze Limited
Partnership pursuant to which we are leasing approximately 6,800 square feet in an office facility
located in Redwood City, California, The lease has a term of thirty-six months, which commenced in
June 2007. The Redwood City, California office that is the subject of the lease serves as our U.S.
headquarters, replacing our former facility in Fremont, California, whose lease expired on June 30,
2007. Monthly rent under the lease for our Redwood City office was initially approximately $19,000 and
is subject to 4% annual increases thereafter. The total rent payable over the full thirty-six month lease
term {net of two months rent abatement) will be approximately $671,000. We have an option to extend
the term of the lease for one additional one-year period at a rent equal to the then fair market lease
rate. Pursuant to the lease, the landlord has agreed to provide a tenant improvement allowance of
approximately $101,000. Any tenant improvement costs exceeding this allowance were borne by us.
Rental expense under this agreement, including contractual rent increases, is recognized on a
straight-line basis, We also lease field office space in Europe and India, generally under multi-year
operating lease agreements. Consolidated rent expense in fiscal years ended October 31, 2008,
October 31, 2007 and October 31, 2006, was approximately $550,000, $735,000, and $877,000,
respectively.

Our-annual minimum commitments as of October 31, 2008 under non-cancelable operating leases
are listed as follows (in thousands):

Rental Eguipment
Lease Leases Total

Fiscal year ending QOctober 31,

2000, .. ... .. e e e e e e e e e i e $548 $16 $564
2000 . . e e e e e 211 6 217
/1) [ R C— —_ —
Thereafter ... ... ...ttt —_ = —

Total . .. o e e $759 @ $781

On December 1, 2008, our Board of Directors approved a stock repurchase program. Under the
program, we are authorized to potentially repurchase up to $5.0 million worth of our outstanding .
common shares from time to time on the open market, in block trades or otherwise. Any repurchases
made under the program are expected to be funded from the company’s working capital. However,
nothing obligates us to repurchase shares pursuant to this stock repurchase program, and the program
may be terminated at any time. In December 2008, we committed $2.4 million in cash (including
$300,000 of contingent payments) to acquire the assets of the database software business of
privately-held Servo Software, Inc. (formerly dbdobjects, Inc.). Taking into constderation the cash
outflows related to both the acquisition of db4o assets and potential common stock repurchases, we
believe that our existing cash and cash equivalents plus cash that we forecast to be generated from
operations will be sufficient to finance our operations during the next twelve months. However, if we
fail to generate adequate cash flows from operations in the future, due to an unexpected decline in our
revenues, or due to a sustained increase in cash expenditures in excess of the revenues generated, then
our cash balances may not be sufficient to fund our continuing operations without obtaining additional
debt or equity financing. Additional cash may also be needed to acquire or invest in complementary
businesses products or to purchase or license technologies, and we expect that, in the event of such an
acquisition or investment that is significant and requires that we pay cash consideration, it will be
necessary for us to seek additional debt or equity financing.

A $3.0 million credit facility we had with a financial institution expired by its terms in June 2007,
and we currently do not anticipate establishing another credit or loan facility in fiscal 2009,
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Recent Accounting Pronouncements .

For information with respect to new accounting pronouncements and the impact of these
pronouncements on our consolidated financial statements, see Note 2 of Notes to Consolidated
Financial Statements under item 8 of this report

Item 7A. Quantitative and Qualitative Dlsclosures About Market Risk.

Foreign currency hedging instruments. 'We transact business in various foreign currencies and, N
accordingly, we are subject to exposure from adverse movements in foreign currency exchange rates.
The effect of changes in foreign currency exchange rates on.our net operating results in fiscal 2008
consisted of $1.7 million of favorable foreign currency fluctuations on our revenués, $106,000 of
unfavorable foreign currency fluctuations on our cost of revenues, and $695,000 of unfavorable foreign
currency fluctuations on our operating expenses, resulting in a net favorable effect of approximately
$899,000 in our statements of income for fiscal 2008. Operating ‘expenses incurred by our foreign
subsidiaries are denominated primarily in local currencies. We currently do not use: financial
instruments to hedge these operating expenses. We intend to assess the need to utilize financial
instruments to hedge currency exposures on an ongoing basis during fiscal 2009.

QOur exposure to forelgn exchange rrsk is related to the magnitude of forelgn net profits and losses
denominated in euros, as well as our net position of monetary assets and monetary liabilities in the
euro. This exposure has the potential to produce either gains or losses within our consolidated results.
However, in some instances our European operatlons act as a natural hedge since both operating
expenses as well as revenues are denominated in local currencies. In these instances, although an
unfavorable change in the exchange rate of the euro against the U.S. dollar will result in lower
revenues when translated into U.S. dollars, our European operating expenditures will be lower as well.
Additionally, we held approximately 92% of our total cash balance at October 31, 2008 in the form of
U.S. dollars to assist in neutralizing the impact of foreign currency fluctuations.

We do not own any derivative financial instruments.

Interest rate risk. Our cash equivalents primarily consist of money market accounts; therefore, we
do not believe that our interest rate risk is significant at this time.
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REPORT OF MANAGEMENT ON:INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of Versant is responsible for establishing and maintaining ddequate internal control
over financial reporting as defined in Rutes 13a-15(f) and 15d-15(f) under the Securities Exchange Act
of 1934. Versant’s internal control over financial reporting is designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting prmc1ple9 Internal control over financial
reporting includes those pohcres and procedures that: : :

* pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
. transacnons and dispositions of the assets of the Company; . . .

Al

* provide reasonable assurance that transactions are recorded ‘as necessary to pcrmlt preparation
of financial statements in accordance with generally accepted accounting-principles, and that
receipts and expenditures of the Company are being made only in accordance with
authorlzattons of management and drrectors of the Company; and

+ provide reasonable assurance regarding prevention or t:me]y detection of unauthonzed
acquisition, use’ or disposition of the Company’s assets that could have a material effect on the
" financial statements - - .

Because of rts inherent hmltanons internal control over financial reporting may not prevent or
detect misstatements due to human error, or the improper circumvention or overriding of internal
controls. In addition, projections of any evaluation of the effectiveness of internal control over financial
reporting to future periods are subject to the risk that controls may become inadequate because of
changes in conditions and that the degree ‘of compliance with the policies or procedures may change
adversely over time.

Management assessed the effectiveness of Versant’s internal control over financial .reporting as of
October 31, 2008. In making its evaluation of the effectiveness of Versant’s internal contro! over
financial reporting, management used the criteria set forth in Internal Control-Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”).

Based on its assessment of internal control over financial reporting, Versant’s management has
concluded that, as' of October 31, 2008, Versant’s intérnal control over financial reporting was effective
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles.
We reviewed the results. of management’s assessment with the Audit Commlttee of Versant’s Board of
Directors.

Versant’s mdependent registered public accounting firm, Grant Thornton LLP, has 1ssued an
attestation report on the effectiveness of Versant’s internal control over financial reporting. Its report
. appears immediately after this report.

[s{ Jerry Wong
Jerry Wong

Vice President, Flnance and Chlef Fmancral Officer
January 14, 2009

/sf Jochen Witte - Pt .

Jochen Witte : ' ) . <t
President and Chief Executive Officer

January 14, 2009
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REPORTS OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

* Report on Internal Control over Financial Reporting

Board of Directors and Shareholders of Versant Corporation and Subsidiaries:

We have audited Versant Corporatlon and Subsidiaries’ Internal Contro! over Financial Reportmg
as of October 31, 2008, based on the criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponscring Organizations of the Treadway Commission (COSO). Versant
Corporation and Subsidiaries’ management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting
included in the accompanying Management’s Report on Internal Control over Financial Reporting. Our
responsibility is to express an opinion on Versant Corporation and Subsidiaries’ internal control over
financial reporting based on our- audit.

We conducted our audit in accdrdance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained
in all material respects. Cur audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design
and operating effectiveness of internal control based on the assessed risk, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject
to the risk that controls may become inadequate because of changes i in conditions, or that the degree
of compliance with the policies or procedures may deteriorate. .

In our opinion, Versant Corporation and Subsidiaries maintained, in all material respects, effective
internal control over financial reporting as of October 31, 2008, based on criteria established in Internal
Control—Integrated Framework issued by COSO.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the accompanying consolidated balance sheets of Versant Corporation
and Subsidiaries as of October 31, 2008 and 2007 and the related consolidated statements of income,
sharcholders’ equity and comprehensive income and cash flows fotr each of the three years in the
period ended October 31, 2008, and our report dated January 13, 2009 expresses an unqualified
opinion on these statements.

/s/ Grant Thornton LLP

San Francisco, California
“January 13, 2009
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REPORTS OF INDEPENDENT REGISTERED PUBLIC'ACCOUNTING FIRM (cont.)

Report on Consolidated Financial Statements

Beard of Directors and Shareholders of Versant Corporation and Subsidiaries:

We have audited the accompanying consolidated balance sheets of Versant Corporation and
Subsidiaries as of October 31, 2008 and 2007, and the related consolidated statements of income,
shareholders’ equity and comprehensive income and cash flows for each of the three years in the
period ended October 31, 2008. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We .
believe that our audits provide a reasonable basis for our opinion. :

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Versant Corporation and Subsidiaries at October 31, 2008
and 2007, and the consolidated results of their operations and their cash flows for each of the three
years in the period ended October 31, 2008, in conformity with accounting principles generally accepted
in the United States of America. ’

As discussed in Note 2 to the consolidated financial statements, the Company adopted the
provisions of Financial Accounting Standards Board (“FASB”) Interpretation Number 48, “Accounting
for Uncertainty in Income Taxes,” on Navember 1, 2007.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), Versant Corporation and Subsidiaries’ internal control over financial
reporting as of October 31, 2008, based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (CQOSQ)
and our report dated January 13, 2009 expressed an unqualified opinion thereon.

/s/ Grant Thornton LLP

San Francisco, California
January 13, 2009
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VERSANT CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands)

October 31, October 31,

2008 2007

ASSETS

Current assets: o i :

Cash and cash equivalents. . ... ............... . .. $ 27234 % 19,086
Trade accounts receivable, net of allowance for doubtful accounts of $16 and
$68 at October 31,2008 and October 31, 2007, respectively ... ......... 2,801 2,330
Other current assets . . ......... e e e e e e 399 506
Total CUTTENt ASSELS . - -« o o\ oo oo e e e e ek 30,434 21,922

Property and equipment, net .. ... ... ... ... . 670 835

Goodwill . . ... . e 6,720 6,720

Intangible assets, MEt . . . .. ... . i i e s 565 881

Other 85618 . ... it e e 172 108

Total ASSEtS . & . v v v e e e e e $ 38,561 $ 30,466

LIABILITIES AND STOCKHOLDERS’ EQUITY '

Current liabilities: o
Accounts payable . . ... ... ... e $ 31§ 157
Accrued liabilities . . . . .. .. ... e e e 1,525 2,756
Deferred revenues . ... ... i i e e 3,120 3,707
Deferred rent. . .. ... . e e 17 7

Total current liabilities. . . .................. P e 5,033 6,627

Deferred revenues . . . ... ... it i e e e 317 641

Deferred rent ... ... ... e - 13 29

Other long-term liabilities .................. e 44 - 4

Total liabilities .. ................. e e 5,407 7,301

Stockholders’ equity:

Common stock, no par value, 7,500,000 shares authorized, 3,746,581 and
3,671,924 shares issued and outstanding as of October 31, 2008 and
October 31, 2007, respectively . . ...... ... ... .. L, 97,717 96,004
Accumulated other comprehensive income, net ...................... 183 1,346
Accumulated deficit .. . ... ... e (64,746)  (74,185)
Total stockholders’ equity ........ ... .. . ... . i 33,154 23,165
Total liabilities and stockholders’ equity ... ....................... $ 38,561  §$ 30,466

See accompanying notes to consolidated financial statements.
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VERSANT CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except for per share amoints)

Fiscal Year Ended
October 31, October 31, October 31,

2008 2007 2006
Revenues: , , . _
License . . . . . e e e oL $15922 $12,681 $ 8,469
MEAIMIENANCE &+ o & v v v v vttt e e e e et ettt e e 9,041 8,225 6,726
Professional SErviCes . . . . . v v vttt e e e e . 335 244 1,550
Total TEVEIUES . . v v v it ettt it enn et et e . 25,298 21,150 16,745
Cost of revenues:
08T 1 13 e 309 142 313
Amortization of intangible assets . . ... ... ... oo o 315 315 315
MAIMICOANCE & . o v v vt i ettt et am ettt e 1,446 1,469 1,442
Professional SEIVICES . . . . oo vttt e e e 112 112 1,021
Total COSt OF FEVEILES .+ . v ottt et e e e e e e 2,182 2,038 3,091
Gross profit . . . ... e 23,116 19,112 13,654
Operating expenses: . ' ‘
Salesand marketing . .. ... ... e 3,620 3,392 3,002
Research and development . .. ... ... .. . o 4,066 3,410 3,147
General and adminiStrative . . . . . .. oottt e e 5,479 4,401 3,712
Loss on the liquidation of a foreign subsidiary ................ — 245- —
ReStructuring . . ...ttt e e — T — 218
Total operating Xpenses . . ...... ...t 13,165 11,448 10,139
Income from Operations . . . ... ... .. i 9,951 7,664 3,515
Qutside shareholders’ income from VIE ... ................ —_ — 138
Interest and other income, net . . ... ... . ... ... . ... ... ... .87 532 208
Gainondisposal of VIE . .. ..., .. ... . i — — 131
Income from continuing operations before taxes . . ............. 10,822 8,196 3,992
Provision for income taxes . .. ... ... it 1,431 867 390
Net income from continuing operations . . . ............. I © 9391 7,329 3,602
Gain from sale of discontinued operations, net of income taxes . . .. — - . 468
Net income from discontinued operations, net of income taxes . . . .. 98 304 231
NEt INCOIMIE & & v ot v e et ettt et e e e e e e et $ 9,489 $ 7.633 $ 4,301
Basic income per share: '
Net income from continuing operations . .. ... ............... $ 252 § 201 $§ 101
Earnings from discontinued operations, net of income tax . ....... $ 002 $ 0.8 $ 019
Net income per share, basic ... ....... ... . it $. 254 $ 209 $ 120
Diluted income per share:
Net income from continuing operations . . ................... $ 248 3 198 $ 101
Earnings from discontinued operations, net of income tax ........ $ 0.03 $ 008 $ 019
Net income per share, diluted . . .. ... ... .. ... ... .. ... .. $ 23 $ 206 $ 120
Shares used in per share calculation:
BasiC ..o i e e e e e 3,729 3,649 3,577
Diluted . . ... e e e e 3,783 3,708 3,584
Non-cash stock-based compensation included in the above expenses:
CoSt OF TEVEMUES . . v v v vt i iee e et ee e e $ 38 $ 65 £ 39
Salesand marketing . . ... . ... .. i $ 221 $ 90 $ 4
Research and development . ... ... .. ... ... i $ 178 $ 39 $ 79
General and administrative . .. ... .. .. it e $ 464 $ 222 $ 77

See accompanying notes to consolidated financial statements.
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VERSANT CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
AND COMPREHENSIVE INCOME

(in thousands, except for share amount)

Commen Accumulated Other Total Total
- Deferred Accumulated  Comprehensive  Shareholders’ Comprehensive
Shares Amount Compensation Deficit Income Equity Income
Balance at October 31, 2005 . ... 3,560,837 %94,755 $(44) $(86,119) $ 3% $ 8,988
ESPP .............. ... 19,630 64 — — — 64
Exercise of stock options . . . .. 25,499 128 —_ — — 128
Forfeiture of common stock—
Mokume Cancellation . . . . . . (8,998) {50y — — -— (50)
Nen-cash stock based
compensation expense . . ... — 192 — — — 192
Adjustment from deferred
compensation to APIC . . . .. — — 4 — - 44
Netincome . . . . ... ... ... — —_ — 4,301 — 4,301 4,301
Foreign currency translation
adjustments . ........... — — - — 125 125 125
Total comprehensive income . . $ 4,426
Balance at October 31, 2006 . . . . 3,596,968 $95,089 $— $(81,818) $ sn $13,792
ESPP ................. 29,468 183 — — — 183
Exercise of stock options . .. .. 45,488 316 — — — . 316
Non-cash stock based
compensation expense . . ... — 416 — — — 416
Netincome . .. ........... — — — 7,633 —_ 7,633 7,633
Foreign currency translation
adjustments . ... ........ — — — — 825 825 825
Total comprehensive income . . $ 8,458
Balance at October 31, 2007 . ... 3,671,924 $96,004 $ — $(74,185) $ 1346 $23,165
Adjustment to retained carnings
relatedto FIN48 . .. ... .. — - — (50} - (50)
ESPP .......... ... ... 18,984 299 — —_ — 290
Exercise of stock options . . . .. 55,673 502 - — — 502
Non-cash stock based
compensation expense . .. .. - 921 — — 921
Netincome . ... .......... — — — 9,489 —_ 9,489 9,489
Foreign currency translation
adjustments . ........... —_ — — —_ (1,163) (1,163) (1,163)
Total comprehensive income . . ) $ 8,326
Balance at October 31, 2008 . ... 3,746,581 $97,717 $ — $(64,746) § 183 $33,154

See accompanying notes to consolidated financial statements.
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VERSANT CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
« (in thousands) ,

Fiscal Year Ended October 31,

P T Lo T 008 2007 2006
Cash flows from operating activities: o PR R T .
Net 1 Tet o 1L T - $ 9,48?,‘ $ 7,633 -§4,3101
Ad]ustmerlts 0o} reconcﬂe ngt income to net cash pr0v1ded by operatlng activities: " " T o
Gain from sale of distonitinugd operations, nét of i mcome taxes R - .- (468)
Gain on disposal of Variable' Interest Entity, . .5 ... 0.0, T R B (13D
Net income from discontinued. operations, net. of income taxes . ..........:o (98) - (304) . (231)
Loss on the liquidation of a foreign subsidiary . . oo .0 otz oo o . -—= L 245 o =
Depreciation and amomzauon R TR R e . 323 322 203
Amortization of intafigiblé assets .. .. . Vo DS T S | S ) L I ) L
Stock-based compensation ....... . 1. . L 0 PP SR A BRI 5 [ 236
¢ Write off of property and eqiipment® o NG L L LSt B LT — e 25
Non-cash operating expenses related to cancellation of common stock ... dme a0 (50)
_Recovery of bad debt allowance . ...... e e Dot (34 (1) (55)
Changes in assets and liabilities: T PR R : . L R
Accounts receivable ... ... ... ... e -(536) " 689" (260)
1.Cther assets ... .. e O O T e g e (18 . 266 5 194
Accoums payable . .. ... PPN e b e e 2B (1 . 35D
Accrued liabilities and other’ llabllltlBS ......... R CO(1,I53) 196 (785)
Deferred révenues . .07, 08 L o P48 324 - U673
Deferred rent’. el i e e sl oo s ey e (62)=07(137)
Net cash provided by operatmg activities R e S L. 8,658  10,038- 3,213
Cash flows from investing activities: * S e '
Proceeds from sale of Websphere .. .. ... .. .. i — — - 500
Proceeds from sale of -Vanatec .................ooes R RIINP y — .. = 6
Proceeds from sale of property. and cqulpment ..... e e - "7 58 23
Purchases of property and equipment .| ..v....... R A A (240) ° (735) ' (144)
! Net cash provided by, (used m) 1nvest1ng actmtles L f'. .. .lf SR @0y 6Ty 385
R I N | " ie | g - -
Cash flows fromlﬁnanclpg actwitles' Wy ey A N e e
Proceeds from sale of commonlstock net ... 0000 L J I 792 499 ' 192
Principal payments urider capital Icase obligations . ..\ LSl Y ) (10) asy (13
Net payments under short-term note and bank loan ..o Lt A w0 — o (39)
Net cash provided by financing activities . ,.... ... ....ooon oo 182 -y 484 140
Effect of foreign exchange rate changes on cash and cash equivalentse, ... ... ... "7 (1,150) . 706 . 244
Net ‘irictease in cash and cash equwalents from operatmg, mvestmg and ﬁnancmg el T
ACHVILIES 1. v v v el e e n e e e e D e e e e e e O T S TP 8,050 - 10,551 ,4 042
Net increase in cash and cash equivalents from dnscontmucd operation . .......: Coe .98 304
Cash and cash, equwalents at beginning.of perlod e g ORI 19,086 8 231 3,958
quh and cash equivalents at end of peried ........... il e e 827,234 $19,086 $8,231
Supplemental disclosures of cash flows information:: .. ~ ' R 1 T
Cash paid for: -, §ome A . G Lt e oy
.Interest. . ... g e e e e e g e e gz Sl 8.5 8 06
Forelgn, fcderal forelgn wnhholdmg and state mcome taxes B e TR $ﬂ_1,806 $ 150 § 54
Supplemental schedule of noncash investing and ﬁnnnclng activities: o et T
Mokume common stock cancellation . . ... . ... il $ — 35 — 3 (50
Non cash stock compensation expense : . . .. ... ........... PoonL L oat 8 921 % L4160 8 236
[ 7.|” I . I 3 =, T .5 '.il"': " ~! L P
< s e . T e Y S TR
P T See ‘accompanying notes to consolidatéd-financial statements. - =~ ./ 7
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VERSANT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
Octobér 31, 2008

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) .
{Concentration” of Credit Risk. . S o : =

The Company’s f1nanc1al 1nstrume'nts‘ which potentially subject the Company to co'ncent'rations of,
credit risk, consist primarily of cash and cash equlvalents and trade accounts receivable. The Company'
maintains its cash ‘and cash equivalents with high quality. financial institutions and invests in highly
rated short-term securities. The Company maintains an allowance for doubtful accounts as an estimate
of the inability of its customers to-make required ‘payments. The allowance was $16,000 and $68,000 at
October 31,.2008 and October 31, 2007, respectively. The amount of the Company’s allowance is based
on historical experience and an analysis of its accounts receivable balances. Credit losses to date have
been w1thm management ] expectatlons However actual results could differ from such estimates. °

Property and Equipmeént ' . A

Property and equipment are stated at'cost less accumulated depreciation, computed using the
straight-line method based on the estimated useful lives of the assets, generally ranging from three to
five years. Depreciation commences upon placing the asset in service. Each capital lease is recorded at.
the lesser of the fair value of the leased asset at the inception of the lease or, the present value of the
minimum lease payments as of the beginning of the lease term. Leased assets are amortized on a
straight-line basis over the estimated useful life of the asset or the lease term. Leasehold improvements
are amortized over the shorter of the useful life or the remaining lease term. The Company reviews its
property and ‘equipment for impairment periodically or whenever events or changes i in cnrcumstances
indicate that the carrymg amount of an asset may not be'recoverable. ' W :

The followmg table summarizes the brcakdown of the Company s property,and equipment as of
October 31, 2008 and October 31, 2007 (in thousands): '

[ F . . .. i

- ] . , . ., As of October 31, Lo

M,

o . 3 e L 2008 2007 '

i + Computer equipment . ..., ....... A S o $.1,344 § 1,380
Furniture and fixtures - ... ... e e e e ... .- 4B3 .. 551"
Software . ... ... e LLet. 0 649 585 v
Leasehold improvements . . ..., ... .. .. ... .0ttt ... 60 61
Capital lease and other assets . .............. ... ... .. 35 35

L. o : . oo : 2571, 2,612
1 -Less: accumulated' depreciation and amortization ... ......... (1,901) (1,777)
s .o . Cou " $ 670 $ 835 -

Total depreciation expense for fiscal 2008, fiscal 2007 and fiscal 2006 was $323,000, $322,000, and
$203,000, respectively.

Impairment of Goodwill and Intangible Assets . = .. "

Goodwill represents-the excéss of the purchase price over the fair value of net assets acquired in
busiriess combinations. In July 2001, the FASB approved the issuance of SFAS No. 142, Goodwill and

a4
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VERSANT CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
« (in thousands) .

Fiscal Year Ended October 31,

61

' ST 2008 2007 2006
Cash flows from operating activities:- P ' . . .
NEtiNOOMIE . . . vttt sttt et e e e e ettt $ 9489 § 7633 $4,301
' Adjustments to reconcile net income to net cash provnded by operating actlvmes o B
Gain from sale of discontinued operatiofis, net of income taxes e - o (468)
Gain on disposal of Variable Interest Enttty st e s s = — (131)
Net income from discontinued operations, net of income taxes . ...... R (98) (304) | (231)
Loss on the liquidation of a foreign subsidiary . . .-. . ... e — , 245 —
Depreciation and amortization .. ... e e e e e s 33 . 32 203
Amortization of intafigible assets . . . . . e AP Lo, 315 0 3150 315
Stock-based compensation .. ..... ... 6. i i s 921 © 416 236-
* Write off of property and equipment ", ... . L. [ A N —_— — 25
Non-cash operating expenses related to canceliation of common stock ... ... Lo — — (50)
Recovery of bad debt allowance . ... ... e e e oo (8- (). (35)
Changes in assets and liabilities: . ) ) . : .
Accounts receivable . . ... L S (536) 689 (260)
Otherassets . ... ... ... 0 i i s (18) 266 . 194
Accounts payable . .. ... ... IR I .24 (1) (557
Accrued liabilities and other hablhtles ............ e '1,153) 196 (785)
Deferred revenues . .. ... ... o [ (748) 324 673
Deferredrent’ . . . ...l vl L (7 - (62) » (137)
Net cash provu:lcd by opcratmg ‘activities ... ... 0. .. L] .......... 8,658 10,038 - ~3,273
Cash flows from investing activities: ' : : o
Proceeds from sale of Websphere . . ... ... ... . L L oL — — 500
Proceeds from sale of Vanatec . ................ e e W ‘ 6
Proceeds from sale of property and equnpment ......................... — 38 23
Purchases of property and equipment . ...\ ............. .. ... .... P (240) (735) (144)
Net cash provided by (used in) 1nvest1ng actmtles R L (240)  (677) 385
Cash flows fromlﬁnancmg activities: L. . . e .
Proceeds from sale of common 'stack, net . . . . . . P PP 792 499 192
Principal payments under capital lease obligations . | .. .. .. .. S T ' 10y (15) (13)
Net payments under short-term note and bank foan . ... .. e R — . (39)
Net cash provided by financing activities ............. e e . 782 ., 484 140
"Effect of foreign exchange rate changes on cash and cash equivalents:. . .. .. .. ... " (1,150) 706 244
Net ificrease in cash and cash equwalents from operatmg, mvestmg and financing T .
BOUVIEIES L v 1 v v e s it i it e e e e e e e e T e e 8,050 10,551 - 4,042
Net increase in cash and cash equivalents from discontinued gpcrathn .......... -0 98 0 304 23
Cash and cash equivalents at beginning of peried . .. .. .. .. I P 19,086 8,231 3,958
Cash and cash equivalents at end of period .. ... ... e e $27,234 819,086 $8,231
Supplemental disclosures of cash flows infoermation: . - o7 o -
Cash paid for: Con : SR
Interest. . ... .. o e $.- 1. % 5 % 6
Forelgn federal, foreign w1thholdmg and state iNCOME taxes . .., -« v coo v v v ... $ 1806 § 150 $ 54
Supplemental schedule of noncash investing and financing actmtles e o,
Mokume common stock cancellation ., . ., ... ... . . e . 8 — 38 — § (50
Non cash stock compensation expense . . . ... ......... .. hen.. o .8 921 % .416 $ 236
See accompanying notes to consolldated financial statements. - .




VERSANT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
October 31, 2008

NOTE 1. THE COMPANY AND BASIS OF PRESENTATION

Versant Corporation (with its subsidiaries, collectively referred to in this report as “Versant” or

“the Company”) was incorporated in California in August 1988. Versant is a leading provider of ob]ect-
oriented data management software that forms a critical component of the infrastructure of enterprise
computing. The Company designs, develops, markets and supports object-oriented database
management system products to solve complex data management and data integration problems of
enterprises. Versant also provides related product sepport, training and consulting services to assist
users in the use of its products and in development and deployment of software applications based on
its products. The Company operates its business within a single operating segment referred to as Data
Management. Versant’s principal executive offices are located in Redwood City, California. Versant has
‘international operations in Germany and India and markets its software products and related
maintenance services directly through telesales and field sales organizations in North America and
Germany and indirectly through distributors and resellers worldwide.

Versant is subject to the risks commonly associated with similar sized companies in the software
industry. These risks include, but are not limited to, the following: dependence on a key product,
fluctuations of operating results, lengthy sales cycles for its products, product concentration,
dependence on continued customer acceptance of object database technology, competition, a limited
customer base, dependence on key individuals, dependence on international operations, foreign
currency exchange rate fluctuations and the Company’s ability to adequately finance its ongoing
operations.

The Company generated net income of $9.5 million, $7.6 million and $4.3 million in fiscal 2008,
fiscal 2007 and fiscal 2006, respectively. Management anticipates funding future operations from its
current cash resources and its future cash flows from operations. However, if the Company’s financial
results fall short of projections, additional debt or equity may in the future be required to finance
operations, and the Company might in such circumstances need to implement cost reductions. No
assurances can be given that, in such circumstances, the Company would be successful in obtaining any
such additional debt or equity capital that may be required.

.

In July 2005, Versant, through its subsidiary Versant GmbH, entered into certain agreements to
effect a spin-off of tangible assets, technology rights and contracts related to its Versant Open Access
NET (“VOA.NET”) business to Vanatec GmbH (a then newly formed privately held company based in
Germany). In accordance with Financial Accounting Standards Board (“FASB”) Interpretation No. 46
{R) (“FIN 46(R)), Vanatec’s operating results were included in Versant’s consolidated financial :
statements from July 2005 through March 27, 2006. On March 27, 2006, Versant sold its entire equity
interest in Vanatec to a third party investor and entered into a joint ownership agreement with Vanatec
with respect to technology it had previously licensed to Vanatec (see Note 7 for a more detailed
description of the Vanatec transaction). As a result of this sale of its interest in Vanatec, as of
March 28, 2006, Versant was no longer required to consolidate the operating results of Vanatec, and as
such, the Company’s consolidated financial statements for fiscal 2007 and fiscal 2008 do not include the
accounts of Vanatec. !

In February 2006, Versant completed the sale of the assets associated with its WebSphere®
consulting practice to Sima Solutions, a newly formed privately held corporation based in the United
States. Versant’s WebSphere consulting practice provided consulting and training services to end-users
of IBM’s WebSphere® application server software. As a result of this transaction, Versant has ceased
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VERSANT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
October 31, 2008

NOTE iI. THE COMPANY AND BASIS OF PRESENTATION (Continued)

providing WebSphere consulting services (see Note 4 for a more detailed description of the WebSphere
transaction). Consequently, the Company’s accompanying consolidated financial statements do not
include financial results of the WebSphere consulting practice as part of continuing operations. Instead,
as required by generally accepted accounting principles, the Company’s financial statements report
former WebSphere activities as “net income from discontinued operations, net of income taxes”,

In October 2007, Versant completed the liquidation of Versant Ltd., its subsidiary in the United
Kingdom (See Note 6 for a more detailed description of the liquidation of Versant Ltd.). Upon the
completion of this liquidation, in accordance with the provisions of FASB Statement of Financial
Accounting Standards (“SFAS”) No. 52 Foreign Currency Translation, (“SFAS 52”) Versant recorded a
$245,000 operating loss in the Company’s consolidated financial statements for fiscal 2007 to reflect the
realization of foreign currency translation adjustments related to the liquidated subsidiary.

As of October 31, 2008, Versant had a total of 82 full time employees.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

The consolidated financial statements include 100% of the assets, liabilities, revenues, expenses
and cash flows of Versant and all entities in which Versant has a controlling voting interest
(subsidiaries) and, from July 2005 through March 27, 2006, the variable interest entity (VIE) required
to be consolidated in accordance with accounting principles generally accepted in the United States of
America (“GAAP”) (see Note 7 for details). Intercompany accounts and transactions among
consolidated companies have been eliminated in consolidation. '

The financial position and operating results of foreign operations are consolidated using the local
currency as their functional currency. Local currency assets and liabilities are translated into U.S.
dollars at the rates of exchange on the balance sheet date, and local currency revenues and expenses
are translated at average rates of exchange during the period. Resulting translation gains or losses are
included in the accompanying consolidated statement of shareholders’ equity as a component of
accumulated other comprehensive income.

Use of Estimates

The preparation of financial statements, in conformity with GAAP, requires management to make
estimates and assumptions, which affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period.

Cash and Cash Equivalents

Cash and cash equivalents include all highly liquid investments with an original maturity of three
months or less at the time of purchase. The Company’s cash and other cash equivalents at October 31,
2008 and October 31, 2007 consisted of deposits in banks and money market funds. As of October 31,
2008 and 2007 cash balances held in foreign financial institutions were $9.5 million and $12.0 million,
respectively,
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VERSANT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
October 31, 2008

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued} -
Concentration of Credit Risk A

The Company’s financial instruments, which potentially subject the Company to concentrations of
credit risk, consist primarily of cash and cash equivalents and trade accounts receivable. The Company
maintains its cash and cash equivalents with high quality financial institutions and invests in highly
rated short-term securities, The Company maintains an allowance for doubtful accounts as an estimate
of the inability of its customers to make required payments. The allowance was $16,000 and $68,000 at
October 31,.2008 and October 31, 2007, respectively. The amount of the Company’s allowance is based
on historical experience and an analysis of its accounts receivable balances. Credit losses to date have
been within management’s expectations. However, actual results could differ from such estimates.

Property and Equipment

Property and equipment are stated at. cost less accumulated depreciation, computed using the
straight-line method based on the estimated useful lives of the assets, generally ranging from three to
five years. Depreciation commences upon placing the asset in service. Each capital lease is recorded at
the lesser of the fair value of the leased asset at the inception of the lease or the present value of the
minimum lease payments as of the beginning of the lease term. Leased assets are amortized on a
straight-line basis over the estimated useful life of the asset or the lease term. Leasehold improvements
are amortized over the shorter of the useful life or the remaining lease term. The Company reviews its
property and ‘equipment for impairment periodically or whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable.

The following table summarizes the breakdown of the Company’s property and equipment as of
October 31, 2008 and October 31, 2007 (in thousands):

As of October 31,

- 2008 2007

Computer equipment . .................. e $ 1,344 §$ 1,380
Furniture and fixtures ... ......... ... . ... ... .. ... ... 483 551
Software . . . ... e 649 585
Leasehold improvements . . ......... ... ... .. .. 60 61
Capital lease and other assets . ......................... 35 35
. . 257 2,612
Less: accumulated depreciation and amortization . ........... {1,901) (1,777)

$ 670 § 835

Total depreciation expense for fiscal 2008, fiscal 2007 and fiscal 2006 was $323,000, $322,000, and
$203,000, respectively.

Impairment of Goodwill and Intangible Assets

Goodwill represents the excess of the purchase price over the fair value of net assets acquired in
busiriess combinations. In July 2001, the FASB approved the issuance of SFAS No. 142, Goodwill and
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VERSANT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
October 31, 2008

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING. POLICIES, (Continued) B

Other. Intangible Assets (“SFAS 1427). SFAS 142 provides guidance on how to account for goodwill and.
certaln intangible assets after an acquisition is completed. « 1, -+ , " . oo

“ Goodwill is"subject to an annual impairment test. Versant uses the market approach to assess the *
fair vdlue of its goodwill and mtanglble assets, which is then compared to the carrying value of those
assets to test for impairment. The total fair value of Versant’s assets is est1m‘ated by sumrming 'the fair
value of Versant’s equity (as indicated by Versant publlcly traded sharé'’ price and shares outstanding
plus a control premium), debt and current liabilities. Under this .approach, if the estimated fair value of
Versant’s assets is greater than the carrying value'of these assets, then there is no apparent goodwill .
impairment. If the-estimated fair value of Versant assets is less than the carrying vdlue of these assets,
then Versant allocates the reporting. unit’s estimated fair value to its assets and liabilitics as though the
reporting unit had just been acquired in a business combination. The impairment loss is the amount, if
any, by which the implied fair value of goodwill is less than that reporting unit’s goodwill carrylng
amount and would be recorded in earnings during the period of such impairment.

Versant performed its annual evaluations of the- Company’s goodwill based on the requlrements of
SFAS 142 in Oétober 2008, October 2007 and OCtober 2006. Asa result of these impairment tests and
valuation analysis, Versant determined that no 1mpa1rment charges agamst thc Compdny ] goodwﬂl '
were requ:red in flscal 2008, f1sca1 2007 and fiscal 2006 Wh )

For the purpose of testmg for goodwill 1mpau'ment in-its smgle Data Management operatmg oo
segment, Versant has aggregated the goodwill for the following acquisitions: .

* Versant Europe, acquired.in 1997; - . i/ 4L,
* Poet, acquired on March 18, 2004;

* Technology of JDO Genie, acquired on June 30,.2004; and

J' FastObJects Inc., acqulred on July 6, 2004. o

The goodwill balances as of October 31, 2008 and October 31, 2007, are as follows (in thousands):

As of October 31, 2008 As of October 31, 2007 *

e i " Gross ' Net Gross”™ ' ‘ ‘ Net
Carrying  Accumulated  Carrying Carrying. Accumulated  Carrying
Amount , Amortization Amount Amount s Ameortization Amount

Goodwill: B
Versant Europe and India .. .... $3,277 $3,036.- % 241 . $3277 . $3036 8§, 241
. Poet Holdings, Inc. .........., 5752 7. — . 5,752 5,752 — 5752
FastObjects, Inc. . ............ 677 — 7. 677 677 — 677
JDO Genie (PTY), LTD. . ... ... 50 — 50 50 — 50
Total . ................... $9,756 $3,036 $6,720  $9,756 $3,036 $6,720

Versant evaluates its long-lived assets, including intangible assets other than goodwill, for
impairment in accordance with the provisions of SFAS No. 144 Accounting for the Impairment or
Disposal of Long-Lived Assets (“SFAS 144”). SFAS 144 requires that long-lived assets and intangible
assets other than goodwil! be evaluated for impairment whenever events or changes in circumstances
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VERSANT CORPORATION AND SUBSIDIARIES
NOTES TQO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
October 31, 2008

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continied) =~ "w: .~ 7 =
Conipany’s customer agreements for'prepaid deployment licenses do not make payment of our license
fees contingent upon the actual deployment of the software. Therefore, a customer’s delay or -
acceleration in its deployment schedule does not impact our revenue recognition in the case of a
prepaid deployment license. Revenues from related PCS for all product lines are usually billed in
advance of the service being provided and are deferred and recognized on a straight-line basis over the
term in which the PCS is to be performed, which is generally twelve months. In some cases PCS
revenues aré’paid in arrears of the service being provided and are- recognized as revenues at'the time
the customer provides the Company a report for deployments made during a given time period.
Training and consulting revenues are recognized when a purchase order- is received, the services have
been performed and collection is deemed probable. Consulting services are billed on an hourly, daily or
monthly rate. Training classes are billed based on group or individual attendance,

Versant categorizes its customers into two broad groups, End-Users and Value Added Resellers
(VARs). End User customers are compames who use the Company’s products internally and do not
redistribute theé Company s product outsidé of their corporate ‘organizations. VAR customers include
traditional Value Added Resellers; Systems Integrators Ongmal Equipment Manufacturers (“OEMS”)
and other vendors who redistribute Versant’s products to thetr external third party customers, either ™
separately or as part of an 1ntegrated product g

- Versant hcenses s data management products through two types of perpetual licenses—, .
development licenses and deployment licenses. Development llcenses are typically sold on a per seat
basis and authonze a customer to develop and fest an apphcanon program that udes Versant’s software
product Prior to an’ End-User 'customer bemg able to 'deploy an application 'that it has developed -
under the" Company s development license, it must purchase deployment licenses based on the number -
of comipiiters connecied to the server that will run the applreatlon using Versant’s product For certain
apphcatlons Versant offers deployment lrcenses priced on a'per user basis. Pncmg of Versant Object
Database and FastObJects licenses varies according to several factors, inchiding the nunmber of a
computer servers on which the apphcatron runs and the number of users that are able to access the
server At any one ume Customers may elect to simultaneously purchase development and deployment
licenses for-an ‘entire’ prolect These developmcnt and deployment liceri$es may also prov1de for
prepayment to Versant of a fionrefundable amount for future deployment

*

"VARs and distributors purchase development licenses from' Versarit on a per seat basis on terms
similar to those of development licenses that the Company sells directly t6 End-Users. VARS are
authorized to sublicense deployment copies of Versant’s data management products that are cither
bundled or embedded in the VAR’s appllcatlons and sold directly to End-Users. VARSs are required to
report their distribution of Versant's software and-are charged a royalty that is either based on the
number of copies of the application software that are distributed or computed as a percentage.of the
selling price.charged by the VARs'to their end-user customers. These royalties from VARs may be
prepaid in full or paid upon deployment. Provided that all other conditions-for revenue recognition
have been met, revenues from arrangements with VARSs are recogruzed (i) as to prepaid license
arrangements, when the prepaid licenses are sold to the VAR, and (ii) as to other license
arrangements, at the_time the VAR-provides a royalty report to Versant for sales made by the VAR
during a given period.: o e o S NS TEN ‘ .

- +
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Other Intangible Assets (“SFAS 1427). SFAS 142 provides guidance on how to account for goodwﬂl and
certain intangible assets after an acquisition is completed.

Goodwill is subject to an annual impairment test. Vérsant uses the market approach to assess the
fair value of its goodwill and intangible assets, which is then compared to the carrying value of those
assets to test for impairment. The total fair value of Versant’s assets is estimated by summing the fair
value of Versant’s equity (as indicated by Versant publicly traded share price and shares outstanding
plus a control premium), debt and current liabilities. Under this approach, if the estimated fair value of
Versant’s assets is greater than the carrying value of these assets, then there is no apparent goodwill
impairment. If the -estimated fair value of Versant assets is less than the carrying value of these assets,
then Versant allocates the reporting unit’s estimated fair value to its assets and liabilities as though the
reporting unit had just been acquired in a business combination. The impairment loss is the amount, if
any, by which the implied fair value of goodwill is less than that reporting unit’s goodwill carrying
amount and would be recorded in earnings during the period of such impairment.

Versant performed its annual evaluations of the Company’s goodwill based on the rcqulrements of
SFAS 142 in October 2008, October 2007 and October 2006. As a result of these impairment tests and
valuation analysis, Versant determined that no impairment charges against the Company s goodwill
were reqmred in fiscal 2008, fiscal 2007 and fiscal 2006.

For the purpose of testing for goodwill impairment in its single Data Management operating
segment, Versant has aggregated the goodwill for the following acquisitions:

* Versant Europe, acquired in 1997;

* Poet, acquired on March 18, 2004,

» Technology of JDO Genie, acquired on June 30, 2004; and

+ FastObijects, Inc., a(':lquired on July 6, 2004,

The éoodwill balances as of October 31, 2008 and October 31, 2007, are as follows (in thousands):

As of October 31, 2008 As of October Ji. 2007

Gross Net Gross’ Net
Carrying  Accumulated  Carrying Carrying  Accumulated  Carrying
Amount , Amortization Amount Amount Amortization Amount

Goodwill:
Versant Europe and India . ... .. $3,277 $3,036 $ 241 83,277 $3,036 $ 241
Poet Holdings, Inc. .. ......... 5,752 — 5752 5152 — 5,752
FastObjects, Inc. .. ........... 677 — 677 677 — 677
JDO Genie (PTY), LTD. ....... 50 — 50 50 — 50
Total ..o $9,756 $3,036 $6,720  $9,756 $3,036 $6,720

Versant evaluates its long-lived assets, including intangible assets other than goodwill, for
impairment in accordance with the provisions of SFAS No. 144 Accounting for the Impairment or
Disposal of Long-Lived Assets (“SFAS 144”). SFAS 144 requires that long-lived assets and intangible
assets other than goodwill be evaluated for impairment whenever events or changes in circumstances
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indicate that the carrying value of an asset may not be recoverable. The recoverability test compares
the carrying amount of the asset or asset group to the expected undiscounted net cash flows to be
generated by these assets. If the carrying amount of the asset or asset group is less than the expected
undiscounted net cash flows to be generated by these assets, an impairment loss is recorded in earnings
during the period of such impairment and is calculated as the excess of the carrying amount of the
asset or asset group over its estimated fair value.

Identifiable intangibles are currently amortized over five years in relation to the acquisition of
technology of IDO Genie (PTY) Ltd, six years in relation to the FastObjects, Inc. acquisition and seven
years in relation to the merger with Poet, using the straight-line method in each of these cases.
Intangible assets consist of acquired technology and customer relationships.

Versant tests and evaluates its intangible assets for impairment whenever indicators of potential
impairment are identified.

In fiscal 2008, fiscal 2007 and fiscal 2006, as there were no triggering events in such fiscal years
which might indicate impairment of Versant’s intangible assets, the Company did not perform
impairment tests and valuation analysis of its intangible asscts. Based on the requirements of SFAS 144,
Versant determined that the value of the Company’s intangible assets had been fairly recorded in its
financial statements, and therefore, no impairment charges against the Company’s intangible assets
related to the Company’s Poet and FastObjects acquisitions were recorded in fiscal 2008, fiscal 2007
and fiscal 2006.

The Company’s intangible assets’ balances as of October 31, 2008 and October 31, 2007 are as
follows (in thousands):

As of October 31, 2008 As of October 31, 2007

Gross Net Gross Net
Carrying  Accumulated Carrying Carrying , Accumulated Carrying
Amount Amortization Amount Amount Amortization Amount

Intangible assets:
Poet Holdings, Inc.

(Amortized over 7yrs) ....... $1,919 $1,454 §465  $1,919 $1,265 $654
JDO Genie (PTY), LTD.
(Amortized over 5yrs) ....... 550 477 73 550 367 183
FastObjects, Inc.
(Amortized over 6 yrs) ....... 148 121 27 148 104 44
Total .. ................. $2,617 $2,052 $565  $2,617 $1,736 $881
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The projected amortization of the Company s existing intangible assets as of October 31, 2008 is as
follows (in thousands): _ e

, . L e " Amortization
Fiscal year ending Cctober 31, - ' N -
2000, . e e . 278
2000, e e bt e 200
20011, .. e e e 87
Therealter ... .n et e e s —

Total . ..ol e SR S w. $565

ﬂ

Revenue Recognition

Versant recognizes revenues in accordance with the p!‘OVlSlOﬂS of Statement of Position (“SOP™)
97-2, Software Revenue Recognition, SOP 98-9, Modification of SOP 97-2, Software Revenue Recognition
with Respect to Certain Transactions,, and SOP 81-1, Accounting for Performance of Construction-Type and
Certain Production-Type Contracts. The Company’s revenues consist mainly of revenues earned under
software license agreements, maintenance support agreements (otherwise known as post-contract
customer support or “PCS”) and, to a lesser degree agreements for consultmg and training activities.

Versant uses the residual method to recognize revenues when a license agreement includes one or,
more elements to be delivered by us at a future date. If there j is an undelivered element under the
license arrangement, the Company defers revenues based on vendor- -specific objective evidence
(“VSOE”) of the fair value of the undelivered element, as determined by the price charged when the
element is sold separately. If VSOE of fair value does not exist for all undelivered elements of a
transaction, the Company defers all revenues from that transaction until sufficient evidence of the fair
value exists or until all elements have been delivered. Under the residual method, discounts are .
allocated only to the delivered elements in a multiple element arrangement, with any undelivered
elements being deferred based on the vendor-specific objective evidence of the value of such
undelivered elements. Versant typrcally does not offer discounts on future undeveloped products

Revenues from software license arrangements, including prepaid license fees, are recognized when
all of the following criteria are met:

* Persuasive evidence of an arrangement-exists. : - S
* Dellvery has occurred and there are no future dehverables except PCS.

* The fee is fiked and determinable. If we cannot conclude that:a fee is fixed and determmable
then assuming all other criteria have been met, we recognize the revenues as payments become
+ due in accordance with paragraph 29 of SOP 97-2. : .

" = Collection is probable.

-

If an acceptance period or other contingency exists, revenues ‘are not recognized until customer
acceptance or expiration of the acceptance period, or until satisfaction of the contingency, as
applicable. The Company’s license fees are generally non-cancelable and non-refundable. Also, the
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Company’s customer agreements for prepaid deployment licenses do not make payment of our license
fees contingent upon the actual deployment of the software. Therefore, a customer’s delay or
acceleration in its deployment schedule does not impact our revenue recognition in the case of a
prepaid deployment license. Revenues from related PCS-for all product lines are usually billed in
advance of the service being provided and are deferred and recognized on a straight-line basis over the
term in which the PCS is to be performed, which is generally twelve months. In some cases PCS
revenues aré paid in arrears of the service being provided and are recognized as revenues at'the time
the customer provides the Company a report for deployments made during a given time period.
Training and consulting revenues are recognized when a purchase order is received, the services have
been performed and collection is deemed probable. Consulting services are billed on an hourly, daily or
monthly rate. Training classes are billed based on group or individual attendance.

Versant categorizes its customers into two broad groups, End-Users and Value Added Resellers
(VARs). End User customers are companies who use the Company’s products internally and do not
redistribute thé Company’s product outside of their corporate organizations. VAR customers include
traditional Value Added Resellers, Systems Integrators, Original Equipment Manufacturers (“OEMs”)
and other vendors who redistribute Versant’s products to their external third party customers, either
separately or as part of an integrated product. '

Versant licenses its data management products through two types of perpetual licenses—.
development licenses and deployment licenses. Development licenses are typically sold on a per seat
basis and authorize a customer to develop and test an application program that uses Versant’s software
product. Prior to an End-User customer being able to deploy an application that it has developed
under the, Company s devélopment license, it must purchase deployment licenses based on the number
of computers connected to the server that will run the application using Versant’s product. For certain
applications, Versant offers deployment licenses priced on a per user basis. Pricing of Versant Object
Database and FastObjects licenses varies according to several factors, including the number of
computer servers on which the application runs and the number of users that are able to access the
server at any one time. Customers may elect to simultaneously purchase development and deployment
licenses for an entire project. These development and deployment licenses may also prowde for
prepayment to Versant of a nonrefundable amount for future deploymem

VARs and distributors purchase development licenses from Versant on a per seat basis on terms
similar to those of development licenses that the Company sells directly to End-Users. VARs are
authorized to sublicense deployment copies of Versant’s data management products that are either
bundled or embedded in the VAR’s applications and sold directly to End-Users. VARs are required to
report their distribution of Versant’s software and are charged a royalty that is either based on the
number of copies of the application software that are distributed or computed as a percentage of the
selling price charged by the VARs to their end-user customers. These royalties from VARs may be
prepaid in full or paid upon deployment. Provided that all other conditions-for revenue recognition
have been met, revenues from arrangements with VARs are recognized, (i) as to prepaid license
arrangements, when the prepaid licenses are sold to the VAR, and (ii) as to other license
arrangements, at the time the VAR provides a royalty report to Versant for sales made by the VAR
during a given period. . . . .
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Revenues from the Company’s resate of third-party products or services are recorded at total
contract value with the corresponding cost included in the cost of sales when Versant acts as a principal
in these transactions by assuming the risks and rewards of ownership (including the risk of loss for
collection, delivery or returns). When the Company does not assume the risks and rewards of
ownership, revenues from the resale of third- party products or services are recorded at contract value
net of the cost of sales.

On occasion, at a customer’s request, Versant performs engineering work to port our products to
an unsupported platform or to customize our software for specific functionality, or any other
non-routine technical assignment. In these instances, Versant recognizes revenues in accordance with
SOP 81-1 Accounting Research Bulletin (“ARB™) No. 45 (As Amended), Long-Term Construction-Type
Contracts and uses either the time and material percentage of completion method or the completed
contract method for recognizing revenues. The Company uses the percentage of completion method if
it can make reasonable and dependable estimates of labor costs and hours required to complete the
work in question. The Company periodically reviews these estimates in connection with the work
performed and rates actually charged and recognizes any losses when identified. Progress to completion
is determined using the cost-to-cost method, whereby cost incurred to date as a percentage of total
estimated cost determines the percentage completed and revenue recognized. When using the
percentage of completion method, the following conditions must exist: :

* An agreement must include provisions that clearly specify the rights‘regarding goods or services
to be provided and received by both parties, the consideration to be exchanged and the manner
and terms of settlement.

* The customer is able to satisfy its obligations under the contract.
* Versant is able to satisfy its obligations under the contract.

The completed contract method is used when reasonable or dependable estimates of labor costs
and time to complete the work cannot be made. As a result, in such situations, Versant defers all
revenues until such time as the work is fully completed.

Management of the Company makes significant judgments and estimates in connection with the
determination of the revenue Versant recognizes in each accounting period. If Versant had made
different judgments or utilized different estimates for any period, material differences in the amount
and timing of revenue recognized would have resulted.

Foreign Currency Translation

The functional currencies of the Company’s foreign subsidiaries are their respective local
currencies. The Company translates the assets and liabilities of international subsidiaries into the U.S.
dollar at the current exchange rates in effect on the balance sheet date and revenues and expenses are
translated using rates that approximate the average rates of exchange during the period. Gains and
losses from translation adjustments are included in stockholders’ equity in the consolidated balance
sheet caption as other comprehensive income,
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Other Comprehensive Income

Accumulated other c:omprehensive income presented in the accompanying consolidated balance.
sheets consist of cumulative foreign currency translation adjustments.

The following table summarizes the breakdown of comprehensive income for the years ended
October 31, 2008, October 31, 2007 and October 31, 2006 (in thousands):

Fiscal year ended October 3,

_ 2008 2007 2006
Net income, as reported . ... ... P $ 9,489 $7633 $4,301
Foreign currency translation adjustment ............... .. ......... ~ (1,163) 825 125
Other comprehensive income ... .......... e e e e $ 8,320 88,458 $4,426

Warranties and Indemnification Obligations

The Company recognizes warranty and indemnification obligations under SFAS No. 5 (As
Amended), Accounting for Contingencies (“SEAS 57), FASB Interpretation No. 45, Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of
Others and FASB Concepts Statement (“SFAC”) No. 7 (As Amended), Using Cash Flow Information
and Present Value in Accounting Measurements. These pronouncements requlre a guarantor to recognize
and disclose a liability for obligations it has undertaken in relation to the issuance of the guarantee.

The Company’s software license agreements generally include certain provisions for indemnifying
customers against liabilities if the Company’s software products infringe upon a third party’s intellectual
property rights. The Company has not provided for any reserves for such warranty liabilities.

The Company’s software license agreements also generally include a warranty that the Company’s
software products will substantially operate as described in the applicable program documentation. The
Company also warrants that services the Company performs will be provided in a manner consistent
with industry standards. To date, Versant has not incurred any material costs associated with these
product and service performance warranties, and as such the Company has not provided for any
reserves for any such warranty liabilities in its U.S. operating results.

In Europe, there is typically a one-year warranty period for all of the Company’s products and
services. In fiscal 2006, pursuant to the consulting engagements with certain European customers,
Versant recorded a $128,000 warranty reserve based on historical experience and expected need at that
time in its consolidated financial statements. These warranty reserves were subsequently reversed
during the fourth quarter of fiscal 2007 upori expiration of the one-year warranty period. As a result,
Versant had a $10,000 warranty reserve balance as of October 31, 2007 in its consolidated financial
statements compared to a total warranty reserve balance of $136,000 as of October 31, 2006. As of
October 31, 2008, Versant had a $9,000 warranty reserve balance in its consolldated fi nanc1al
statements,
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Deferred Revenue

Deferred revenue represents amounts received from customers under certain maintenance;
software and service contracts for which the revenue earning process has not been completed and
revenue has not been recognized. Deferred revenues are recognized as revenue ratably over the llfe of !
the contract or when the service is rendered and the Company has satisfied all other revenue
recogrutlon criteria. o . ¢

, As of October 31,

. : - sy 2008 2007
Maintenance . ............ et nwee. 33437 84,305
Training and consulting .............. O .o~ . 43

Total . ... ... e $3,437 $4,348

Accrued Ltab:lmés

The breakdown of short-term accrued habllmes for the fiscal years ended October 31, 2008 and
October 31, 2007 were as follows:

7 As of October 31,

: 2008 2007

Payroll and related. .. .. ....... ..ol e L% 923 $1334
Taxespayable ......... ... ... .. ... . .. i 2260 1,031
OHET « . e e ettt e e e e 376 391
Total . .................... e e . $1525 $2,756

Software Development Costs

Software development costs are included in product development and are expensed as incurred.
After technological feasibility is established, material software development costs are capitalized in
accordance with SFAS No. 86, Accounting for-the Casts of Computer Software to be Sold, Leased or
Otherwise Marketed. The time period between achieving technological feasibility, which Versant has
defined as the establishment of a working model, which typically occurs when the beta testing
commences, and the general availability of such software has generally been short, and therefore to
date, software development costs qualifying for capitalization have been insignificant. No software
development costs have been capitalized for the periods ended October 31, 2008, October 31, 2007 and
October 31, 2006 since the timing of achieving technological feasibility and general availability has not
been materially different.

Income Th.tes

The Company uses the asset and liability method of accountmg for income taxes based on SFAS
No. 109, Accounting for Income Taxes (“SFAS 109”). Under the asset and liability method, deferred tax
assets and liabilities ‘are recognized for the future tax consequences attributable to differences between
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financial statement carrying amounts and the tax basis of existing assets and liabilities. The Company
records a valuation allowance to reduce tax assets to an amount for which realization is more likely
than not. The Company has recorded a valuation allowance for substantially all of its deferred tax
assets, except to the extent of deferred tax liabilities, as it is presently unable to conclude that it is
more likely than not those net deferred tax assets will be realized.

The Company adopted the provisions of Financial Accounting Standards Board (*“FASB”)
Interpretation Number 48, “Accounting for Uncertainty in Income Taxes,” (“FIN 48”) on November 1,
2007. Previously, the Company had accounted for tax contingencies in accordance with Statement of
Financial Accounting Standards (“SFAS”) No. 5, “Accounting for Contingencies”. As required by
FIN 48, which clarifies SFAS No. 109, “Accounting for Income Taxes,” the Company recognizes the
financial statement benefit of a tax position only after determining that the relevant tax authority would
more likely than not sustain the position following an audit. For tax positions meeting the
more-likely-than-not threshold, the amount recognized in the financial statements is the largest benefit
that has a greater than 50 percent likelihood of being realized upon ultimate settlement with the
relevant tax authority. At November 1, 2007, the Company applied FIN 48 to all tax positions for which
the statute of limitations remained open and determined there were no material previously recognized
tax benefits as of that date. As a result, the adoption of FIN 48 did not have a material effect on the
Company’s financial condition or results of operations.

The Company is subject to U.S. federal income taxes and to income taxes in various states in the
U.S. as well as in foreign jurisdictions. Tax regulations within each jurisdiction are subject to the
interpretation of the related tax laws and regulations and require significant judgment to apply. With
few exceptions, the Company is no longer subject to U.S. federal, state and local, or foreign tax
examinations by tax authorities for tax years before 2003. The Company does not anticipate significant
changes to its uncertain tax positions through QOctober 31, 2009.

The Company recognizes interest and penalties accrued related to unrecognized tax benefits in the
provision for income taxes for all periods presented, which were not significant.

The Company adopted the provisions of Emerging Issues Thsk Force (“EITF") Issue No. 06-03,
How Taxes Collected from Customers and Remitted to Government Authorities Should Be Presented in the
Income Statement (That Is, Gross versus Net Presentation), effective Janvary 1, 2007. EITF No. 06-03
allows .companies to choose either the gross basis or net basis of income statement presentation for
taxes collected from customers and remitted to governmental authorities and requires companies to
disclose such policy. The Company applies the net basis presentation for taxes collected from customers
and remitted to government authorities.

Stock-Based Compensation .

On November 1, 2005, Versant adopted the fair value recognition provisions of SFAS No. 123(R),
Share-Based Payment (“SFAS 123(R)”) and Securities and Exchange Commission (“SEC") Staff
Accounting Bulletin No. 107 (“SAB 107), using the modified-prospective transition method. (See
Note 3 for details).

Prior to fiscal 2006, Versant accounted for stock issued to employees in accordance with
Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (“"APB 25"} as

72




VERSANT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
October 31, 2008

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

interpreted by FIN 44, Accounting for Certain Transactions Involving Stock Compensation and complied
with the disclosure provisions of SFAS No.123, Accounting for Stock-Based Compensation (“SFAS 1237).
Under APB 25, compensation expense was based on the difference, if any, on the date of the grant,
between the fair value of the Company’s stock and the exercise price of the option. Stock compensation
was amortized over the vesting period of the individual awards in a manner consistent with the method
described in FASB Interpretation No. 28, Accounting for Stock Appreciation Rights and Other Variable
Stock Option Award Plus. In addition, the Company accounted for stock issued to non-employees in
accordance with the provisions of SFAS 123. Pursuant to SFAS 123, stock-based compensation is
accounted for at the fair value of the equity instruments issued, or at the fair value of the consideration
received, whichever is more reliably measurable.

Employee Benefit Plans

The Company’s employee,savings and retirement plan is qualified under Section 401(k) of the
United States Internal Revenue Code. Employees may make voluntary, tax-deferred contributions to
the 401(k) Plan up to the statutorily prescribed annual limit. No matching contributions to employees’
voluntary contributions to the 401(k) Plan were made by the Company in fiscal years 2008, 2007 and
2006.

Segment and Geographic Information

SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information establishes
standards for the manner in which public companies report information about operating segments in
annual and interim financial statements. It also establishes standards for related disclosures about
products and services, geographic areas, and major customers. The method for determining what
information to report is based on the way management organizes the operating segments within the
Company for making operating decisions and assessing financial performance. The Company’s chief
operating decision-maker is considered to be the Company’s chief executive officer (CEO). The CEO
reviews financial information presented on an entity level basis accompanied by non-aggregated
information about revenues by product type and certain information about geographic regions for
purposes of making operating decisions and assessing financial performance. The entity level financial
information is identical to the information presented in the accompanying statements of income.
Therefore, the Company has determined that it operates in a single operating segment, Data
Management.

The Company operates in North America, Europe and Asia. In general, revenues are attributed to
the country in which the contract originates.
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" The following tables summarize revenues and long-lived assets by each geographic region-(in
thousands):

Fiscal year ended October 31,

2008 2007 2006
'Revenues by region: '
North America. ............... P $9292 %9679 § 6,175
Burope ... i e e e 13,275- 10,672 10,138 .
Asia .. e e e 2,731 799 432
Total . ... . e, $25,208 $21,150 $16,745
Fiscal year ended October 31,
2008 2007
Total long-lived assets by region:
North America......0. ... .. ... ..o .. $229 $282
Europe .............. e 383 460
Asia. ... e e 230 201
Total. ... $842 $943

Recent Accounting Pronouncements

In May 2008, the FASB issued Statement of Financial Accounting Standards No. 162
(“SFAS 162}, The Hierarchy of Generally Accepted Accounting Principles. This statement idéntifies the
sources of accounting principles and the framework for selecting the principles used in preparation of
financial statements of nongovernmental entities that are presented in conformity with U.S. GAAP.
This statement is effective November 15, 2008. Versant will adopt SFAS 162 as required, and its
adoption is not expected to have an impact on the consolidated financial statements.

In April 2008, the FASB issued FASB Staff Position No. 142-3 (“FSP No. 142-3"), Determination of
the Useful Life of Intangible Assets. FSP No. 142-3 amends the factors that should be considered in
developing renewal or extension assumptions used to determine the useful life of a recognized
intangible asset under FASB Statement No. 142, Goodwill and Other Intangible Assets. This FSP shall be
effective for financial statements issued for fiscal years beginning after December 15, 2008, and interim
periods within those fiscal years. FSP No. 142-3 is effective for Versant beginning November 1, 2009.
The Company will adopt this FSP as required, and is currently evaluating the related accounting and
disclosure requirements.

In March 2008, the FASB issued FASB Statement of Financial Accounting Standards No. 161
(“SFAS 1617), Disclosures about Derivative Instruments and Hedging Activities. SFAS No. 161 requires
companies with derivative instruments to disclose information that should enable financial statement
users to understand how and why a company uses derivative instruments, how derivative instruments
and related hedged items are accounted for under FASB Statement No. 133, Accounting for Derivative
Instruments and Hedging Activities, and how derivative instruments and related hedged items affect a
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company’s financial position, financial performance and cash flows. SFAS 161 is effective for financial
statements issued for fiscal years and interim periods beginning after November 15, 2008. SFAS 161 is
effective for Versant beginning February 1, 2009. The Company will adopt SFAS 161 as required, and
its adoption is not expected to have an impact on the consolidated financial statements.

In December 2007, the FASB issued Statement No. 141 (revised), Business Combinations,
(“SFAS 141R”). The standard changes the accounting for business combinations, including the
measurement of acquirer shares issued in consideration for a business combination, the recognition of
contingent consideratton, the accounting for pre-acquisition gain and loss contingencies, the recognition
of capitalized in-process research and development, the accounting for acquisition-related restructuring
cost accruals, the treatment of acquisition-related transaction costs and the recognition of changes in
the acquirer’s income tax valuation allowance. SFAS 141R is required to be applied prospectively to
business combinations for which the acquisition date is on or after the beginning of the first annual
reporting period beginning on or after December 15, 2008. As such, SFAS 141R will become effective
for Versant on November 1, 2009. The Company is currently assessing the impact of SFAS 141R on its
consolidated financial statements.

In December 2007, the FASB issued Statement No. 160, Noncontrolling Interests in Consolidated
Financial Statements, an amendment of ARB No. 51, (“SFAS 16(”). The standard changes the
accounting for noncontrolling (minority) interests in consolidated financial statements including the
requirements to classify noncontrolling interests as a component of consolidated stockholders’ equity,
and the elimination of “minority interest” accounting in results of operations with earnings attributable
to noncontrolling interests reported as part of consolidated earnings. Additionally, SFAS 160 revises the
accounting for both increases and decreases in a parent’s controlling ownership interest. SFAS 160 is
effective for Versant beginning November 1, 2009 and wilt apply prospectively, except for the
presentation and disclosure requirements, which will apply retrospectively. The Company believes
adoption of SFAS 160 will not have an impact on its consclidated financial statements.

In September 2006, the FASB issued Statement No. 157, Fair Value Measurements, {“SFAS 157”).
This statement clarifies the definition of fair value and the method used to measure fair value, and
requires expanded financial statement disclosures about fair value measurements for assets and
liabilities. SFAS 157 is effective for financial statements issued for fiscal years beginning after
November 15, 2007. This new guidance will become effective for Versant beginning November 1, 2008
and the Company believes SFAS 157 will not have a material impact on its financial statements.

In February 2007, the FASB issued Statement No. 159, “The Fair Value Option for Financial Assets
and Financial Liabilities” (“SFAS 159”). SFAS 159 provides a “Fair Value Option” under which a
company may irrevocably elect fair value as the initial and subsequent measurement attribute for
certain financial assets and liabilities. This Fair Value Option will be available on a contract-by-contract
basis with changes in fair value recognized in earnings as those changes occur. The effective date for
SFAS 159 is the beginning of each reporting entity’s first fiscal year that begins after November 15,
2007. Therefore, SFAS 159 will become effective for Versant beginning November 1, 2008. SFAS 159
also allows an entity to early adopt the statement as of the beginning of an entity’s fiscal year that
begins after the issuance of SFAS 159, provided that the entity also adopts the requirements of SFAS
No. 157. The Company believes adoption of SFAS 159 will not have an impact on the consolidated
financial statements.
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Since fiscal 2006, Versant has accounted for share-based compensation costs in accordance with
SFAS No. 123(R), Share-Based Payment (“SFAS 123(R)”), SEC Staff Accounting Bulletin No. 107,
Share-Based Payment (“SAB 107”) and SEC Staff Accounting Bulletin No.110, Share-Based Payment
(“SAB 1107). SFAS 123(R) was adopted using the modified-prospective transition method. The
Company utilizes the Black-Scholes option pricing model to estimate the fair value of employee stock
option compensation at the date of grant, which requires the use of significant assumptions, including
expected volatility and expected life. Historical volatility was used in estimating the fair value of share-
based awards rather than implied volatility, while the expected life was estimated based on a historical
model that takes into consideration other factors that could possibly impact the future expected life of
the options. Further, as required under SFAS 123(R}, the Company estimates forfeiture rates for those
options granted which are not expected to vest. Changes in thesc inputs and assumptions can materially
affect the measure of estimated fair value of our share-based compensation. The estimated fair value is
charged to earnings on a straight-line basis over the vesting period of the underlying awards, which are
generally three years under the Company’s Equity Incentive Plans and two years under the Directors
Stock Option Plans. While the estimate of fair vatue and the associated charge to earnings materially
impacts the Company’s results of operations, it has no impact on its cash position.

Prior to November 1, 2005, Versant, accounted for stock issued to employees in accordance with
the recognition and measurement provisions of APB 25 and its related Interpretations, as permitted by
SFAS 123. For fiscal 2005, the Company also did not record any compensation expense in connection
with its Employee Stock Purchase Plan since the purchase price of the stock was 85% of the lower of
the fair market value of its common stock at the beginning or the end of each offering period, as APB
No. 25 provided a safe harbor not requiring compensation expense in connection with such an
employee stock plan arrangement.

Effective November 1, 2005, the Company adopted the fair value recognition provisions of
SFAS 123(R) and SAB 107 using the modified-prospective transition method. Under the modified-
prospective transition method, the recognized compensation cost includes the following components:

First, for all share-based payments granted prior to November 1, 2005, but not yet vested as of
November 1, 2006, compensation cost is based on the grant date fair value estimated in accordance
with the original provisions of SFAS 123.

Second, for all share-based payments granted or modified subsequent to November 1, 2005,
compensation cost is based on the grant-date fair value estimated in accordance with the provisions of
SFAS 123(R).

SFAS 123(R) requifes companies to estimate forfeiture rates at the time of grant and to revise these
estimates in subsequent periods if actual forfeiture rates differ from those estimates. Versant applies the
forfeiture rate 10 the unvested portion of the option valuation and performs a true up for the amount of
the valuation to be recorded if the actual forfeiture rate is different from the one applied in prior
periods. The current forfeiture rate for the unvested portion of the option valuation recognized as of
October 31, 2008 is 19% for employee plans and 11% for director plans, respectively.

Versant estimates the fair value of employee stock options and rights to purchase shares under its
employee stock purchase plan, or “ESPP”, using the Black-Scholes Option Pricing Model. This is
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consistent with the provisions of SFAS 123(R), SAB 107 and the Company’s prior period pro forma
disclosures of net income (loss), including share-based compensation.

The purchase price of shares which employees may acquire under the Company’s employee stock
purchase plan, or ESPP, at any purchase period, is 85% of the lesser of either of the following: the fair
market value of the shares on the offering date or the fair market value of the shares on the purchase
date. Since the 85% threshold is no longer a safe harbor under SFAS 123(R), Versant records
compensation expense based on the estimated fair value of the shares granted under the ESPP.

Versant uses a historical model to arrive at the expected life of its options, but it takes into
consideration other factors that could possibly impact the future expected life of the options. As of
QOctober 31, 2008, the Company determined that the estimated expected life of an employee share
option granted under the Company’s Equity Incentive Plan was 2.4 years.

The expected life for the options granted under the Directors’ Plans to the board members who
are not full time employees of Versant, is 5.75 years. Versant used the simplified method allowed by
SAB 107 and SAB 110 to arrive at this calculation. Under the simplified method, the expected term is
equal to vesting term plus original contractual term divided by two.

Versant uses the U.S. Treasury Strip rates listed on the last Thursday of every month on The Wall
Street Journal to compute risk-free interest rate.

Versant uses the historical volatility over the expected term of the options to estimate the expected
volatility. The Company, however, takes into account other current information available to determine
the expected volatility. Versant uses the historical volatility as the best estimate of the future volatility
of its common stock.

Versant does not expect to realize any current tax benefits in fiscal 2008 related to stock options or
shares issued under its ESPF. Versant currently provides a full valuation allowance for its deferred tax
assets and accordingly, a valuation allowance is also provided for any tax effects of stock-based
compensation expense pursuant to SFAS 123(R).

Versant has not distributed any dividends to its common shareholders and does not expect to do so
in the near future. .

The fair values of each option granted and each share issued under the ESPP are estimated on the
date of grant, using the Black-Scholes Option Pricing Model, based on the following weighted average
assumptions:

Stock Options ESPP
Fiscal year ended October 31, Fiscal year ended October 31,
2008 2007 2006 2008 2007 2006
Expected life (in years} . .. 23-5.75 years 2.2-575 years 2.2-575 years 6 months 6 months 6 months
Weighted-average Risk-free
interest rate . ....... 232%-3.22%  417%4.85% 4.28%-523% 201%-331% 4.76%-500% 3.2%-4.76%

Volatility . . .......... 57%-88% M%-107% 879%-115% 489%-52% 52%-80% 72%-83%
Dividend yield . ....... - — — —_ — _—
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Stock-based compensation expenses recognized under:SFAS 123(R) in the consolidated statements
of income related to stock options and ESPP for fiscal 2008, fiscal 2007 and fiscal 2006 were as follows:

: ’ - ‘ ‘ Fiscal Year ended
) . . ’ . o October 31,
. 2008 2007 2006
Stock options expenses under FAS 123R ........... Llo... 8807 -$320 $192
Stock expenses related to ESPP under FAS 123R. ... ....... 114" 96 44
Total non cash stock expenses . .. .............. e $921 ' $416 $236

The following table summarizes the changes in stock option activities under the Company’s equity-
based compensation plan during fiscal 2008 and fiscal 2007, respectively:

Fiscal year ended October 31,

2008 2007
Shares " Weighted average Shares Weighted average
in thousands exercise price in thousands exercise price
Outstanding at the beginning of the period .. 235 $16.75 . 185 , $16.7
Granted . . ...... ... ... ... ... .. ... 127 , 22.40 109 14.57
Exercised . ............ ... ... . ... (56) 9.01 (46) 6.94
Forfeited and Expired. . ......... L -3 © 2964 {13) 35.80
Outstanding at the end of the i)eriod PR 303 " $20.40 © 235 $16.75
Options exercised at the end of the fiscal
year since inception ................ 296 $29.66 239 $32.61
Options exercisable at the end of the fiscal . ' '
YEAT . o i i e 184 - $21.73 117 $20.61

The following table summarizes significant ranges of outstanding and exercisable options as of
October 31, 2008:_

Options Outstanding Options Exercisable

Number Weighted Number Weighted

outstanding at average ° Weighted exercisable at average Weighted
October 31, remaining average October 31, . remaining average
2008 contractual  exercise 2008 contractual  exercise

Exercise Prices (in thousands) life price {in thousands) life * price
From $3.00t0 $6.00 . . ... ....... 23 563 , § 439 23 5.59 $ 441
From $6.13t0$9.20 . .......... 32 , 619 6.94 26 6.64 7.01
From $10.20 to $16.00, . ... ... .. 56 747 10.66 35 7.10 10.80
From $17.19t0 $40.00. . . . . .. ... 183 8.57 22.28 9 8.12 23.58
From $42.00 10 $122.20 ... ... ... 8 1.74 94,23 8 1.74 94,23
From $465.50 to $1,287.00 . . ... .. 1 1.28 629.80 1 1.28 629.80
303 175 $ 2040 184 7.09 $ 2173
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The summary of the status of Versant’s nonvested shares as of October 31 2008 and changes
durtng the fiscal’ year ended October 31 2008 is as follows

[

' Weighted_-average

- e o ' " T Shares' | ' grané-date -

.t Nonvested shares ., | ‘ . vttt Aoy 4 o7 (in thousands) * fair,value , *

" "“'Noavested at October 31,2007 ... " ¢, +. ... =2 1 - 118 o $ 736 -
Granted . . ..t e e 127" - 1067 T o
Vested . ... (100) 747

TocForfeited L. ... (2) 5.50

Nonvested at October 31,2008 . ................ 143 $ 9.62
{ L. . — . el
The weighted average grant date fair value of options granted during fiscal 2008, fiscal 2007 and -
fiscal 2006 were $10.67, $8.33 and $3.40, respectively. The total fair value of shares granted during
fiscal 2008, fiscal 2007 and fiscal 2006 were $1.4 million, $908, 000, and $231,000, respectively, The
aggregated intrinsic values of options exercised during fiscal 2008, fiscal 2007 and fiscal 2006 were
$1.1 million, $581;000 and $120,000, respectively. The total fair value of shares vested during frscal
;.008 fiscal 2007 and t" scal 2006 were $747 000, $240 000, and $167 000, respeetrvely ) -

subsequent three years. However, the Company will adjust total stock based compensatlon cost for
changes in estunated forfeuure rates and true-ups. )

f.
NOTE 4. DISCONTINUED OPERATIONS

On February 1, 2006 Versant completed the sale of the assets associated with its WebSphere : '~
consulting practice to Sima Solutions (“Sima”), a prlvately held U.S. based company. Versant’s
WebSphere practice provided consultmg and training services to end-users of IBM’s WebSphere® .
application server software. As a result of this transaction, Versant ceased conducting its WebSphere
consulting practice. In connection with Versant’s sale of its WebSphere assets, certain employees of
Versant who formerly worked in Versant s WebSphere Praetrce joined Sima.

The WebSphere transactron based on SFAS 144, Impamnents of Long Lived Assefs and .
Discontinued Operanons .met the cntena of a long-lwed asset (dtsposal group) held for, sale at the end .
of the first quarter ended,January 31 2006, As a result, Versant has reflected the results of operauons ’
of its WebSphere consultmg practice for fiscal 2008, fiscal 2007 and frscal 2006 as dlscontmued .
operatlons Therefore, reported revenues for these pCl'lOdS no longer mclude any revenues from the
WebSphere consulting practice. The results from the. dlscontmued WebSphere operations, however, are_
reported as net mcome from drscontmued operatlons net of mcome taxes.

Under the SaIe Agrecment between Versant and Strna the Company was entttled to receive
contingent payments from Sima related to the WebSphere busmess for a 24-month’ penod following the
closing.of the Agreement. This 24-month penod exptred on January 31 "2008.-Consequently, no further
royalties were payable from Sima to Versant for periods,after Versant’ s fiscal quarter ended January 31,
2008. For fiscal 2008, Versant recorded $98 000 i 1n royaltles from Sima pursuant to the Sale Agreement
as net income from discontinued operations.
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NOTE 8. LEASE OBLIGATIONS (Continued) - ' . LT e S
*+ The Company’s future annual minimium commitments as of October 31, 2008 under-non-cancelable
operating leases are listed as follows (in thousands): ‘ A o
. - . ct IR ' LI I . oo . : . .
Rental Equipment |
Lease Leases Total
' f+ Fiscal year ending October 31, - 2
2009..'.-.'.';'....‘....' .......... e e $548 ' $16 3564
201070 O P e M 6 217
12011, .00 SO S el — e — e —
Thereafter .......... .. ...... ’.’..f‘;..‘...,'.-.... — = '—i" i
CTotal s e s O U819 s smsl
! ) "1 o
NOTE 9. SETTLEMENT OF LITIGATION 2 - o L

Versant’s software license agreements generally include certain provisions for indemnifying .
customers against liabilities if the'Company’s software products infringe upon a; third party’s intellectual
property rights. A prior customer of the Company sought indemnification from Versant for alleged. .
infringeinent of intéllectual property rights related to a product that Versant discontinued in'2004. The
customer’s indemnification claims included seeking recovery of costs it incurred in defending a niow
settled suit brought against the customer by a third party who.had asserted that such third party’s
intellectual property rights had been infringed. The Company and this prior customer reached.a - r
settlement agreement with respect to this pending litigation' on June ‘3, 2008 for a cash settlement " 3
payment of $800,000 and a full mutual release of claims. The. Company had previously recorded a *
contingency reserve for this litigation of approximately $63,000 in the fiscal quarter ended January-31, 1
2007. As a result of this settlement, an additional charge of $800,000 was recorded to generaland 1
admmlstratlve expenses for the fiscal quarter ended April 30, 2008, which is reflected in the
aceompanymg consolldated statement of income for fiscal. 2008 to reflect this settlement. A payment of
$62,500 was made 10 the. customer during the fiscal quarter ended Aprﬂ 30, 2008, and a settlement )
payment (nf $800 000 was made to the customer durmg the fiscal quarter ended July 31; 2008 '

NOTE 10. SHAREHOLDERS’ EQUITY AND INCOME PER SHARE ' e
Basic and diluted net income per common share has been computed using the weighted average
number. of shares of common stock outstanding during the penod less shares subject to repurchase

IRV
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NOTE 3. STOCK-BASED COMPENSATION (Continued)

The summary of the status of Versant’s nonvested shares as of October 31, 2008 and changes
during the fiscal year ended October 31, 2008 is as follows: -

Weighted-average

Shares’ grant-date

' Nonvested shares . (in thousands) fair value
" Nonvested at October 31,2007 ... ... ........... 118 § 7.36
Granted . . . ....... ... ... . e, 127 10.67
Vested ... ... e (100} 747
Forfeited . ....... ... ... .. .. . . i i (2 5.50
Nonvested at October 31,2008 ................. 143 $ 9.62

The weighted average grant date fair value of options granted during fiscal 2008, fiscal 2007 and
fiscal 2006 were $10.67, $8.33 and $3.40, respectively. The total fair value of shares granted during
fiscal 2008, fiscal 2007 and fiscal 2006 were $1.4 million, $908,000, and $231,000, respectively. The
apgregated intrinsic values of options exercised during fiscal 2008, fiscal 2007 and fiscal 2006 were
$1.1 million, $581,000 and $120,000, respectively. The total fair value of shares vested during fiscal
2008, fiscal 2007 and fiscal 2006 were $747,000, $240,000, and $167,000, respectively.

. The total unrecognized compensation costs related to non-vested options were $1.3 million at
October 31, 2008 and will be recognized using the straight-line attribution method ratably for the
subsequent three years. However, the Company will adjust total stock-based compensation cost for
changes in estimated forfeiture rates and true-ups.

NOTE 4. DISCONTINUED OPERATIONS

On February 1, 2006 Versant completed the sale of the assets associated with its WebSphere
consulting practice to Sima Solutions {“Sima”), a privately held U.S. based company. Versant's
WebSphere practice provided consulting and training services to end-users of IBM’s WebSphere?®
application server software. As a result of this transaction, Versant ceased conducting its WebSphere
consulting practice. In connection with Versant’s sale of its WebSphere assets, certain employees of
Versant, who formerly worked in Versant’s WebSphere Practice, joined Sima.

The WebSphere transaction, based on SFAS 144, Impairments of Long-Lived Assets and
Discontinued Operations, met the criteria of a long-lived asset (disposal group) held for sale at the end
of the first quarter ended January 31, 2006. As a result, Versant has reflected the results of operations
of its WebSphere consulting practice for fiscal 2008, fiscal 2007 and fiscal 2006 as discontinued
operations. Therefore, reported revenues for these periods no longer include any revenues from the
WebSphere consulting practice. The results from the dlscontmued WebSphere operations, however, are
reported as net income from discontinued operations, net of income taxes.

Under the Sale Agreement between Versant and Sima, the Company was entitled to receive
contingent payments from Sima related to the WebSphere business for a 24-month period following the
closing of the Agreement. This 24-month period expired on January 31, 2008. Consequently no further
royalties were payable from Sima to Versant for periods after Versant’s fiscal quarter ended January 31,
2008. For fiscal 2008, Versant recorded $98,000 in royaltics from Sima pursuant to the Sale Agreement
as net income from discontinued operations. '
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NOTE 4. DISCONTINUED OPERATIONS (Continued)

The WebSphere sale transaction was reflected in the consolidated financial statements of fiscal
2006. During fiscal 2008, fiscal 2007 and fiscal 2006, Versant recorded $98,000, $304,000 and $231,000,
respectively, in royalty payments from WebSphere as income from discontinued operations. The
following table reflects the gain from the disposal of the discontinued WebSphere operation in fiscal
2006 and royalty income from discontinued operations, net of income taxes for WebSphere during fiscal
2008, fiscal 2007 and fiscal 2006:

Fiscal Year Ended
October 31,

391]3 2007 2006

WebSphere sales proceeds . . ..ottt i e $— $ —. §500
Lease cancellation ... .. ... ... i i —_ — 24
Legal fees . ... ... . i i e e e = — (8)
Gain from sale of discontinued operations, net of income taxes . . ........... §— § — $468
WebSphere first quarterroyalty. , ............ ... ... R R R $82 $90 § —
WebSphere second quarter royalty ................................... 16 81 - 41
WebSphere third quarter royalty . . ..... .. e — 61 91
WebSphere fourth quarterroyalty ... ............ e e — 72 118
Other WebSphere revenues, netof expenses . ...........ciiinnnnnn.n, — —  (19)
Net income from discontinued operations, net of income taxes ............. $98  $304 $231
otal ..o e e e $98 $304 $699

NOTE 5. RESTRUCTURING

Versant has undergone several restructuring programs since fiscal 2004 with the intent of reducing
ongoing operating costs.

Fiscal 2005

In June 2005, Versant committed to and began implementing a restructuring program to realign its
resources to focus on its Versant Object Database product. Versant assessed its product portfolio and
associated research and development efforts and expenditures, and then streamlined the rest of its
operations to support those reassessments. Pursuant to this restructuring program, Versant planned to
spin off and eliminate marginally profitable or non-strategic products lines, consolidate development
activities, eliminate four management positions and certain duplicate positions in marketmg functions
and programs, and centralize its sales support functions.

In July 2005, Versant, through its subsidiary Versant GmbH, entered into certain agreements to
effect a spin-off of tangible assets, technology rights and contracts related to its Versant Open Access
NET (“VOA.NET”) business to Vanatec GmbH (*“‘Vanatec”), a then newly formed privately held
German based company. In connection with that spin-off, seven former Versant employees departed
Versant to join Vanatec, and a partneiship formed by those individuals received an 80.4% equity
interest in Vanatec, with Versant retaining the remaining 19.6% equity interest. In connection with that
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spin-off, on July 29, 2005, Versant committed to provide funding to Vanatec in a total amount not to
exceed 425,000 euros (or $520,000) in two equal installments of 212,500 euros (or $260,000) each on
Aungust 3, 2005 and November 3, 2005, which Versant contributed to Vanatec. In addition, during the
three months ended July 31, 2005, Versant contributed 25,000 euros (or $30,000) to Vanatec; therefore,
the total cash capital contributed and committed by Versant to Vanatec was 450,000 euros (or
$550,000). VOA.NET was one of the aforementioned non-strategic product lines which Versant decided
to spin off as part of its restructuring efforts designed to enable Vcrsant to focus on its core database -
business and progress towards its long-term profitability goal.

During fiscal 2005 Versant determined that equity at risk in Vanatec was not sufficient to permit it
to finance its activities without additional subordinated financial support, therefore Versant determined
that Vanatec was a variable interest entity in accordance with FIN 46(R), Consolidation of Variable
Interest Entities (As Amended). Vanatec results were included in Versant’s consolidated financial
statements from July 2005 through March 27, 2006 in which the criteria 6f FIN 46(R) for consolidation
are met. Accordingly, a variable interest entity liability in the amount of $137,000 was recorded in
Versant's accompanying condensed consolidated balance sheet as of Qctober 31, 2005 reflecting the
80.4% equity interest in Vanatec held by the former Versant employees. The recording of the
aforementioned variable interest entity liability resulted in a corresponding restructuring charge of
$480,000 during fiscal 2005. On March 27, 2006, Versant sold its 19.6% interest in Vanatec to a third
party investor for 4,900 euros and entered into a joint ownership agreement with Vanatec with respect
to certain technology Versant had previously licensed to Vanatec. As a result of the transaction, Versant
determined that it was no longer the primary beneficiary of Vanatec, and thus, in accordance with
FIN 46(R) is no longer required to consolidate its operating results effective March 28, 2006. See
Note 7 of these Notes to Consolidated Financial Statements (Consolidation of Variable Interest Entlty)
for further information regarding this transaction with Vanatec. .

In fiscal 2005, Versant recorded total restructuring charges of approximately $638,000, which
included approximately $280,000 of severance payments for headcount reductions; $480,000 related to
the aforementioned Vanatec spin off, of which $24,000 related to legal fees incurred due to the
VOA.Net spin-off; offset by a $122,000 adjustment as result of the sublease of the Companys UK
facilities.

Fiscal 2006

The restructuring programs initiated in the third quarter of fiscal 2005 were effectively completed
in the second guarter of fiscal 2006. In fiscal 2006, Versant recorded total restructuring expenses of
approximately $218,000, which consist primarily of severance payments due to headcount reductions.

As of October 31, 2006, there remained $448,000 restructuring accrual and zero variable mterest
entity liability on Versant’s consolidated balance sheet.
Fiscal 2007 and beyond

The $448,000 restructuring accrual balance as of October 31, 2006 was fully paid during fiscal 2007.
As a result, there was no longer a restructuring accrual dn Versant’s consolidated balance sheet as of
October 31, 2007. There was no restructuring activity during fiscal 2008.
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The following table summarizes the Company’s restructuring activities from October 31, 2004
through October 31, 2007 (in thousands):

Facility Employee

Leases  Terminations  Others/Vanatec Total
Opening accrual balance as of October 31, 2004 . . . ... $2,107 $ 504 $ — $ 2,611
Non-cash adjustment during the fiscal year 2005 ...... (122) 280 480 638
Net cash payments during the fiscal year 2005 ... ... .. (804) (784) (343) (1,931)
Accrual and variable interest liability as of October 31, §

2008 . . $1,181 $ — $ 137 $ 1,318
Non-cash adjustment during the fiscal year 2006 ...... 218 a— — 218
Net cash payments during the fiscal year 2006 ... ... .. (951) — — (951)
Deconsolidation of Vanatec adjustment during the fiscal »

vear 2006 . . ... .. e — — (137) (137}
Accrual and variable interest liability as of October 31,

2006. ... ... $ 448 $ — $ — $ 448
Non-cash adjustment during the fiscal year 2007 ... ... - — — —
Net cash payments during the fiscal year 2007 .. ... ... (448) — . — {448)
Accrual and variable interest liability as of October 31,

2007 . . . e $ — $ — $ — $ -

The facility lease payments during fiscal 2007, fiscal 2006 and fiscal 2005 were related to Versant’s
obligations for its California and European facilities, which were accrued for as part of the
resiructuring plans.

NOTE 6. LIQUIDATION OF A FOREIGN SUBSIDIARY

Versant elected to liquidate Versant Ltd., its subsidiary in the United Kingdom, to reduce costs
and ceniralize European operations. The liquidation of Versant Ltd. was completed in the fourth
quarter of fiscal 2007.

Upon the completion of the liquidation of Versant Ltd. in October 2007, in accordance with the
provisions of SFAS 52, Versant recorded a $245,000 operating loss to reflect the realization of
accurnulated foreign currency translation adjustments related to Versant Ltd. A corresponding amount
was recorded to eliminate accumulated other comprehensive loss, a component of equity, previously
recorded in Versant Ltd.’s balance sheet. This loss represents the net unreatized foreign currency
translation losses accumulated from changes in exchange rates and the related effects from the
translation of assets and liabilities of Versant Ltd. in accordance with the provisions of SFAS 52.

NOTE 7. CONSOLIDATION OF VARIABLE INTEREST ENTITY

In July 2005 Versant, through its subsidiary Versant GmbH, entered into certain agreements to
effect a spin-off of tangible assets, technology rights and contracts related to its Versant Open Access
NET (“VOA.NET”) business to Vanatec GmbH (a then newly formed privately held German based
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company). Versant, subsequent to this agreement, determined that the equity at risk in Vanatec was not
sufficient to permit the company to finance its activities without additional subordinated financial
support from Versant; therefore it considered Vanatec a variable interest entity in accordance with
FIN 46(R).

As a result, in accordance with FIN 46(R), Vanatec’s operating results were included in Versant’s
consolidated financial statements for the three-month periods ended July 31, 2005, October 31, 2005
and January 31, 2006. During the three months ended January 31, 2006, Versant absorbed its share of
Vanatec’s losses up to the point that it exceeded the variable interest liability; and subsequent to that it
continued to absorb 100% of the losses that Vanatec had incurred for an additional amount of $35,000
for the three months ended Januvary 31, 2006. During the three months ended April 30, 2006, Versant
continued to absorb 100% of Vanatec’s losses for an additional amount of $70,000 for the period
between February 1, 2006 and March 27, 2006.

On March 27, 2006, Versant sold its 19.6% interest in Vanatec to a third party investor for
4,900 euros and entered into.a joint ownership agreement with Vanatec with respect to certain
technology Versant had previously licensed to Vanatec. As a result of the aforementioned transaction,,
Versant determined that it was no longer the primary beneficiary of Vanatec, and thus, in accordance
with FIN 46(R) was no longer required to consolidate its operating results effective March 27, 2006.
According to this agreement, Vanatec would pay Versant a running royalty at a rate of six percent of its
net proceeds, but no less than 30 curos per copy, of the technology subject to the licenses granted, for
a period of five years following.the effective date of the agreement. Further, at any time during the
royalty period, Vanatec had the right to exercise a buyout for its royalty obligations by making a
one-time payment to Versant.of 100,000 euros. Vanatec exercised this buy-out right during the three
months ended October 31, 2008 and remitted the buyout payment of 100,000 euros to Versant 50 that
no further royalties are payable to Versant from Vanatec. - .

As Versant was no longer required to consolidate the operating results of Vanatec as of March 27,
2006, it recorded a gain of approximately $131,000 on deconsolidation, representing the reversal of the
excess losses that it had absorbed and the consideration that it received from the third party investor in

_lieu of its interest in Vanatec. The gain is reported as Gain on Disposal of Variable Interest Entity in
the accompanying consolidated statement of income for fiscal 2006.

NOTE 8. LEASE OBLIGATIONS

Versant’s principal commitments as 0f October 31, 2008 consist of obligations under operating
leases for facilities and equipment commitments.

Versant leases office space for its U.S, headquarters in Redwood City, California and also leases
field office space in Hamburg, Germany and Pune, India under multi-year operating lease agreements.
Consolidated rent expense in fiscal years ended October 31, 2008, October 31, 2007 and October 31,
2006, was approximately $550,000, $735,000, and $877,000, respectively.
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NOTE 8. LEASE OBLIGATIONS (Continued)

The Company’s future annual minimum commitments as of October 31, 2008 under non-cancelab]e
operating leases are listed as follows (m thousands) '

Rental Eguipment
Lease Leases Total

Fiscal year ending October 31,

2000. .2l $548  $16  $564
D010 v e et et e 211 6 217
2001 .0 S - - —
Thereafter ........... ... ... .. i ot e — — —

g O $759 S22 $781

NOTE 9. SETTLEMENT OF LITIGATION

Versant’s software license agreements generally lncludc certain provisions for indemnifying
customers. against liabilities if the Company’s software products infringe upon a third party’s intellectual
property rights. A prior customer of the Company sought indemnification from Versant for alleged .
infringement of intellectual property rights related to a product that Versant discontinued in 2004. The
customer’s indemnification claims included seeking recovery of costs it incurred in defending a now
settled suit brought against the customer by a third party who had asserted that such third party’s
intellectual property rights had been infringed. The Company and this prior customer reached a
settlement agreement with respect to this pending litigation on June 3, 2008 for a cash settlement
payment of $800,000 and a full mutual release of claims. The Company had previously recorded a
contingency reserve for this litigation of approximately $63,000 in the fiscal quarter ended January 31,
2007. As a result of this settlement, an additional charge of $800,000 was recorded to general and
administrative expenses for the fiscal quarter ended April 30, 2008, which is reflected in the
accompanying consolidated statement of income for fiscal 2008 to reflect this settlement. A payment of
$62,500 was made to the customer during the fiscal quarter ended April 30, 2008, and a settlement
payment of $800,000 was made to the customer during the fiscal quarter ended July 31, 2008.

NOTE 10. SHAREHOLDERS' EQUITY AND INCOME PER SHARE

Basic and diluted net income per common share has been computed using the weighted average
number of shares of common stock outstanding during the period, less shares subject to repurchase.

24




VERSANT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
October 31, 2008

NOTE 10. SHAREHOLDERS’ EQUITY AND INCOME PER SHARE (Continued)

The following table presents the calculation of basic and diluted net income per share (in thousands,
except per share amounts):

Fiscal year ended October 31,
2008 2007 2006

Net income from continuing operations ..................ccouiue.n., $9,39t  §$7,329 $3,602
Net income from discontinued operations, net of income taxes .......... 98 304 231
Gain from sale of discontinued operations, net of income taxes . ......... — — 468
£ 13T+ 4 T $9,489 $7,633 $4,301
Calculation of basic net income per share;
Weighted average common shares outstanding . . . ... ............... 3,729 3,649 3577
Net income from continuing operations. . .*....... e e $252 $201 §101
Earnings from discontinued operations, net of income tax ............ $002 $008 §019
Net income pershare, basic . ............. ... .. ... .......... $254 $209 $1.20
Calculation of diluted net income per share: ‘
Weighted average—common shares outstanding . .. . ................ 3,729 3,649 3,577
Dilutive effect of employee and director stock options . .............. 54 59 7
Weighted average—common shares outstanding and potentially dilutive
common shares ... ..... ... . ... i e 3,783 3,708 3,584
Net income from continuing Operations. . . ............vuvuutnn... $248 $198 §$101
Earnings from discontinued operations, net of income tax ............ -$003 $008 $019
Net income per share, diluted . . . ... . ....... .. ... ..t ... . $£251 $206 %120

NOTE 11. INCOME TAXES -

The Company accounts for income taxes pursuant to the provisions of SFAS 109, which requires
an asset and liability approach to accounting for income taxes. Deferred tax liabilities' and assets are
determined based on the difference between the financial statement carrying amounts and the tax basis
of assets and liabilities and are measured using the enacted statutory tax rates in effect at the balance
sheet date. The Company records a valuation allowance to reduce its deferred tax assets when
uncertainty regarding realizability exists,

Income before provision for income taxes consisted of the following (in thousands):

Fiscal year ended October 31,

2008 2007 2006
United States . .. ... .. $ 2,050 $2,404 § 930
International . ... .... ..ttt 8870 6,006 3,761

$10,920 $8,500 $4,691
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NOTE 11. INCOME TAXES (Continued) -*

The provision for income taxes consisted of the following (in thousands):

Fiscal year ended October 31,

‘ 2008 2007 2006
Current:
Federal ... ©. .. . $ . — $ — $ —
State ............... 4 50 32
Foreign. . ... .. L 1,174 766 351
Foreign withholding. . . . ........ ... ... . ... 253 51 7
Total CUrTent . o o oo v v et e e ettt 5143 $867 $390
Deferred: .
Federal .. ................ et L= — -—
State ............ . ... .. e [P .= —_ -—
Total deferred . . ... ... i $ — $ — $ —
Total provision for income taxes .............. ..o 81,431 $867 $390

R

The provision for income taxes differs from the amount estimated by applying the statutory federal
income tax rate to income before taxes as follows (in thousands):

Fiscal year ended October 31,

i o 2008 2007 2006

Federal tax at statutoryrate .................... $3822 $2975 § 1,642
State tax at statutory rate, net of federal benefit . . . . .. 491 442 188
Change in valuation allowance .. . . ................ (8,387) (2,636) (420)
Foreign tax differential ........................ 959 (10y (1,053)
Foreign tax dividend . . .. .. ........ ... ... . 2,650 — —
Decrease in tax credits ... .. feeene e 1,853 — —
Other....... e 43 96 33
Provision for income taxes. . . ... ...vve v v e v n e ($1431 § 87 $ 390
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NOTE 11. INCOME TAXES (Continued)

The components of the net deferred tax asset were as follows (in thousands):

Fiscal year ended

October 31,
2008 2007

Deferred tax asset:
Net operating loss carryforwards . . ... ... ............. $35331 $42127
Tax credit carryforwards .. ...... ... ... ... ... .. ... " 1,756 3,525
Other ... . e e . 62 (116)
$ 37,149 § 45,536
Valuation allowance . ....... ... ... ... 0. (37,149)  (45,536)
Net deferred tax asset . .................vuuviunrnnnn § — 8 —

At October 31, 2008, the Company had federal and state net operating loss carry forwards of
$69.7 million and $12.0 million, respectively and federal and state tax credit carry forwards of
$1.3 million and $700,000, respectively. The federal and state net operating loss carry forwards expire
on various dates through 2025. The federal tax credit carry forwards expire on various dates through
2023, if not utilized. The state tax credit can be carried forward indefinitely. Additionally, at
October 31, 2008, the’ Company had German net operating tax loss carry forwards of approximately
$32.0 million. The German tax code provides for certain annual statutory limitations related to the use
of tax loss carry forward amounts. For each taxable year, the Company may utilize German tax loss
carry forwards fully up to the first million euros of taxable income, and thereafter, the tax loss carry
forwards are limited to 60% of taxable income. Due to the Company’s history of operating losses, the
Company believes that there is sufficient uncertainty regarding the realizability of these carry forwards
and, therefore, a valuation allowance of approximately $37.1 million has been recorded against the
Company’s net deferred tax assets. The Company will continue to assess the realizability of the tax
benefit available based on actual and forecasted operating results.

Due to “change in ownership” provisions of the Internal Revenue Code of 1986, the availability of
net operating loss and tax credit carry forwards to offset federal taxable income in future periods is
subject to an annual limitation. :

A portion of deferred tax assets relating to net operating losses pertains to net operating loss carry
forwards resulting from tax deductions upon the exercise of employee stock options of approximately’
$1.6 million. When recognized, the tax benefit of these loss carry forwards will be accounted for as a
credit to additional paid-in capital rather than a reduction of income tax expense.

The Company adopted the provisions of FASB Interpretation No. 48, “Accounting for Uncertainty
in Income Taxes,” (“FIN 48”) on November 1, 2007. As a result of the implementation of FIN 48, the
Company recognized an approximate $50,000 increase in the liability for unrecognized tax benefits,
which was accounted for as a reduction to the November 1, 2007, retained earnings balance. The
Company’s total amount of unrecognized tax benefits as of November 1, 2007, the adoption date, and
October 31, 2008 was approximately $50,000 and $1.7 million, respectively. An adjustment of '
$1.6 million based on analysis performed during the year was made to the opening November 1, 2007
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NOTE 11. INCOME TAXES (Continued)

balance to account for certain deferred tax assets as unrecognized tax benefits. This amount was
previously recorded as a deferred tax asset, which carried a full valuation allowance, therefore, there is
no impact on the financial statements.

A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows (in
thousands):

Balance as of November 1, 2007 ... ... .o .. $ 50

Additions based on tax positions related to the current year ............ 40
Additions for tax positions of prioryears .. ... ... ... .. oo 1,610
Reductions for tax positions of prioryears .. ........... ... ... .. .. —
Settlements . .. .. ... ...t e —
Balance at Qctober 31, 2008 . .. ... .. i e $1,700

If recognized, the entire $1.7 million of these unrecognized tax benefits would affect the effective
tax rate.

The Company is subject to U.S. federal income taxes and to income taxes in various states in the
U.S. as well as in foreign jurisdictions. Tax regulations within each jurisdiction are subject to the
interpretation of the related tax laws and regulations and require significant judgment to apply. With
few exceptions, the Company is no longer subject to U.S. federal, state and local, or foreign tax
examinations by tax authorities for tax years before 2003. The Company does not anticipate significant
changes to its current uncertain tax positions through October 31, 2009.

The Company recognizes interest and penalties accrued related to unrecognized tax benefits in the
provision for income -taxes for all periods presented, which were not significant.

NOTE 12. EMPLOYEE AND DIRECTOR BENEFIT PLANS
Versant has, or had during fiscal 2008, the following option plans in place:
+ 2005 Equity Incentive Plan

At the Company’s Annual Meeting of Shareholders on Aungust 22, 2005, the Company’s
shareholders approved the adoption of the 2005 Equity Incentive Plan. On that date, the Company
immediately terminated use of the 1996 Equity Incentive Plan and ceased to grant stock options or
other stock awards under the 1996 Equity Incentive Plan, instead granting them under the 2005 Equity
Incentive Plan.

Under Versant’s 2005 Equity Incentive Plan, options are generally granted to its employees with a
three-year vesting schedule in which 25% of the option vests and becomes exercisable nine months
from the grant date and the remaining 75% vests ratably, on a monthly-basis thereafter over the
remaining 27 months of the vesting schedule. All options granted to employees under the Company’s
2005 Equity Incentive Plan expire ten years after the grant date. Grant holders generally have three
months after leaving the Company to exercise their vested options.
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NOTE 12. EMPLOYEE AND DIRECTOR BENEFIT PLANS (Continued)

The purpose of adopting the 2005 Equity Incentive Plan was to continue to reserve and make
available under that plan the same number of common shares thai would have been reserved and
available for future option grants and stock awards under the 1996 Equity Incentive Plan if it were not
then expiring. Accordingly, the number of common shares initially reserved for. issuance under the 2005
Equity Incentive Plan was equal to the number of shares that were reserved and available for issuance
under the 1996 Equity Incentive Plan on the date the 2005 Equity Incentive Plan was approved by the
Company’s shareholders, plus any shares that in the future would have become available for issuance
under the 1996 Equity Incentive Plan due to the expiration of unexercised options or other forfeitures
of equity awards granted under that plan. Thus, adoption and approval of the 2005 Equity Incentive
Plan in fiscal 2005 did not result in any increase in the number of shares of Commeon Stock available
for equity awards beyond the number of shares that would otherwise have. been available for issuance
under the 1996 Equity Incentive Plan if it did not expire. : S

At its 2007 Annual Meeting of Shareholders on April 23, 2007, the Company § shareholders -
approved an amendment to 2005 Equity Incentive Plan to increase the number of shares of Common
Stock reserved for issuance under the plan by 200,000 shares,

* 1996 Equity Incentive Plan

Under Versant’s 1996 Equity Incentive Plan, options were generally granted to its employees with
a three-year vesting schedule in which 25% of the option vests and becomes exercisable nine months
from grant date and the remaining 75% vests ratably, on a monthly-basis thereafter over the remaining
27 months of the vesting schedule. Versant’s Compensation Committee from time to time approved .
non-standard stock option vesting schedules for the purposes of employee retention or bonus grants,
such as a three-year grant, with 25% vesting in three months and the remaining vesting ratably on a
monthly-basis thereafter or an option grant with 100% of the option grant vesting three months after
the grant date. All options granted to employees under the Company’s 1996 Equity Incentive Plan
expire ten years after the grant date. Grant holders generally have three months after leaving the
Company to exercise their vested options. Versant ceased granting options under its 1996 Equity
Incentive Plan in August 2005 and no further options will be granted under the 1996 Equity Incentive
Plan.

* 2005 Directors’ Stock Option Plan .

On August 22, 2005, the Company’s shareholders approved the 2005 Directors’ Stock Option Plan
at the 2005 Annual Meeting of the Company’s shareholders The Company immediately terminated use
of the 1996 Directors’ Stock Option Plan upon ‘such approval of the 2005 Director Stock OpllOll Plan
and ceased to grant stock options or other stock awards under the 1996 Directors’ Stock Option Plan,
and instead thereafter granted them under the 2005 Directors’ Stock Option Plan..

Under Versant’s 2005 Directors’ Stock Option Plan, Versant grants 4,000 options as an initial grant
to new directors on the Board who are not employees of the Company or of a parent, subsidiary or
affiliate of the Company (“Outside Directors™) and grants 4,000 additional options to each Outside
Director as an annual succeeding grant thereafter. Both initial and succeeding option grants vest 50%
on the first and second anniversaries of the option grant. The options granted under the 2005
Directors’ Stock Option Plan expire ten years after the grant date. Directors have seven months after
leaving their directorships to exercise their vested options.
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NOTE 12. EMPLOYEE AND DIRECTOR BENEFIT PLANS (Continued)

The purpose of adopting the 2005 Directors’ Stock Option Plan was to continue to reserve and
make available under that plan the same number of common shares that would be reserved and
available for future option grants under the 1996 Directors’ Stock Option Plan if it were not then
expiring. Accordingly, the number of common shares initially reserved for issuance under the 2005
Directors’ Stock Option Plan was equal to the number of shares that were reserved and available for
issuance under the 1996 Directors Stock Option Plan on the date the 2005 Directors’ Stock Option
Plan was approved by the Company’s shareholders on August 22, 2005 (the “Directors Plan Effective .
Date”) plus any shares that in the future would have become available for issuance under the 1996
Directors’ Stock Option Plan due to the expiration of unexercised options granted under that plan or
the Company’s repurchase of shares issued under that plan at their original issue price. Thus, adoption
and approval of the 2005 Directors’ Stock Option Plan did not result in any increase in the number of
shares of Common Stock available for options beyond the number of shares that would otherwise have
been available for issuance under the 1996 Directors’ Stock Option Plan if it did not expire.

At its 2008 Annual Meeting of Shareholders on April 24, 2008, the Company’s sharcholders
approved an amendment to the 2005 Directors’ Stock Option Plan to increase the number of shares of
Common Stock reserved for issuance under the plan by 50,000 shares.

* 1996 Directors’ Stock Option Plan

Under Versant’s 1996 Directors’ Stock Option Plan, Versant granted 4,000 options as an initial
grant to new directors of the Board and 2,000 options as an annual succeeding grant thereafter. Both
grants vest 50% on the first and second anniversaries of the option grant. The options granted under
the 1996 Directors’ Stock Option Plan expire ten years after the grant date. Directors have seven
months after leaving their directorships to exercise their vested options under the 1996 Directors Stock
Option Plan. Versant ceased granting options under its 1996 Directors’ Stock Option Plan in August
2005 and no further options will be granted under the 1996 Directors’ Stock Option Plan.

Versant acquired all of Poet’s stock option plans in connection with our March 2004 acquisition of
Poet. Prior to the acquisition Poet had the following plans in place:

* Poet 1995 Stock Option Plan

Under Poet’s 1995 Stock Option Plan, options were generally granted with a four-year vesting
schedule of which 25% are vested twelve months after the date of grant with the remaining options
vesting ratably on a monthly-basis over the remaining 36-month vesting period. Poet approved
non-standard stock option vesting schedules for the purposes of employee retention or bonus grants,
including an option grant with 100% of the option grant vested at 6 months.

» Poet 2001 Non-statutory Plan

Standard vesting under this plan was a three-year vesting schedule with 33% of the options vesting
one year after the date of grant, and the remaining options vesting ratably on a monthly-basis over the
remaining 24-month vesting period.

¢ Poet Director Plan

Under Poet’s 1999 Director Plan, options were generally granted to its directors with a three-year
vesting schedule, with 33% vesting twelve months from the option grant date with remaining vesting
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NOTE 12. EMPLOYEE AND DIRECTOR BENEFIT PLANS (Coniinued)

ratably on a monthly-basis over the remaining 24-month vesting period. Poet granted options, as
approved by Poet’s Board of Directors, with non-standard option vesting, including an option grant
vesting 100% on the fourth anniversary of the grant date, and a four-year grant with 25% vesting on -
each subsequent anniversary of the grant date.- . : : ‘ : v

No further options will be granted under any of Poet’s option plans.

3

Shares Rqservéd fo'-r Future Issuance

As of October 31, 2008, the Company had reserved shares of common stock for the following
purposes: . . - :

Employee stock purchase plan . .. .. e e e 26,950

Stock options available forgrant ........ ... . ... .. .. oL, 187,716 -
Unexercised stock options ... .. e e e e e e e e e 303,324
517,990

Stock Option Activities

The stock option activities in fiscal years 2008, 2007 and 2006 were as follows:

+

Options  Number of Weighted
available for +  options ~  average

grant . outstanding  exercise price
Balance at October 31,2005 ... ........ Ve 266937 301,487 $24.90
Authorized .. ... ... ... ... . ... . . ... — —_ —
Granted ... ....... .. (67,875) 67,875 5.65
Exercised/Expired ... .................. (163,776) {26,824) 5.01
Canceled ............... ... 157,948 (157,948) 29.40
Balance at October 31,2006 ............. 193,234 184,590 $16.89
Authorized . . ................. ... .... 200,000 — —
Granted .. ....... ... it (108,866)  -108,866 14.57
Exercised/Expired . .................... (34,422) (45,488) 6.94
Canceled ............ .. ... ... ...... 12,486 (12,486) 35.80

Balance at Qctober 31,2007 .. .. ......... 262,432 235,482 $16.75 -
Authorized . .. ............... ... ..... 50,000 —_ —
Granted ... .. ... ... ... e {127,100) 127,100 22,40
Exercised/Expired . ... ................. (1,201) (55,673) 9.01
Canceled ....... ... .. ..... ... .. ... 3,585 (3,585) 29.64
Balance at October 31,2008 . ............ 187,716 303,324 $20.40

NOTE 13. FORFEITURE OF COMMON STOCK

In November 2002 Versant acquired Mokume Software, Inc. (“Mokume”). In October 2004,
Systems America Inc. served a complaint against Versant in a lawsuit alleging that former employees of
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Systems America, who left that’ company to form Mokume, misappropriated Systems America trade -
secrets and confidential information, unfairly competed with. Systems America and infringed Systems
America’s trademarks. The Systems America suit alleged that when Versant acquired Mokume, it
acquired the benefit of the allegedly misappropriated trade secrets, confidential information, customer
relationships, trademarks and trade names, and thus Systems America sought damages and injunctive
relief from Versant. In connection with this litigation, Versant in turn sought indemnification from the
former stockholders of Mokume under the terms of the merger agreement pursuant to which Versant
acquired Mokume in November 2002. Versant’s indemnification claims were made on the grounds that
the allegations in and 'the existence of the Systems America litigation constituted a breach of certain
representations and warranties made by the former Mokume stockholders to Versant in the merger
agreement. Versant's indemnification rights entitled Versant to obtain indemnification by canceling and
recovering certain shares of Versant Common Stock issued to the former Mokume stockholders in
connection with Versant’s acquisition of Mokume. In addition to-previous forfeitures of shares in prior
fiscal years, pursuant to a written agreement with the representative of the former Mokume -
stockholders in accordance with the Mokume merger agreement, 8,998 shares of Versant Common
Stock held by the former Mokume stockholders were forfeited and cancelled as of January 12, 2006 in
satisfaction of Versant’s indemnification rights.

NOTE 14. VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

~ Versant evaluates and revises its bad debt allowance as part of its quarter end process at each
subsidiary and corporate level. The Company’s management assigns a risk factor and percentage of risk
to each account receivable, the collection of which is considered non-routine. The Company also
assigns a general teserve to all its overdue accounts, excluding the non-routine items.

The following table summarizes the activities in the Company’s allowance for doubtful accounts (in
thousands): ' ' ‘

Fiscal year ended
October 31,

2008 2007 2006

Allowance for doubtful accounts '

Beginning balance ....... e e e $68 %62 %114
Provision in allowance for doubtful accounts . . ............. (52) 6 . (52}
Ending balance .. ......oovuniniiiiinienia $16 $68 § 62
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NOTE 15. QUARTERLY INFORMATION (unaudited)

Summarized quarterly supplemental consolidated financial information for fiscal 2008 and 2007 is .
as follows (in thousands):

Fiscal 2008 Quarters Ended Fiscal 2007 Quarters Ended

October 31, Jaly 31, April 30, January 31, October 31, July 31, April 30, January 31,
Revenues . .. ... ........0ccuunn. $5993  $6,300 $6,721  $6,284 $5,561 $5248 $5,190 $5,151
Costofrevenues . .. ........... ... $ 535 % 526 § 552 §$ 510 $ 330 $ 562 §$ 563 § 513
Grossprofit . .. ... .............. $5,458 85,774 3$6,169  $5,714 $5,221 84686 $4,627 $4,578
Operating expenses . ... ........... $3,066 $3,082 $4,035 $2981 $3,097  $2,701 $2,790  $2,860
Income from operations . . . ......... $2,392  $2,692 §2,134 $2,733 $2,124  $1985 $1,837  $1,718

Net income from continuing operations . . $2:233 $2,658 $1977 $2,523 $2,015 $1,873 §1,825 %1616
Income from discontinued operations, net

ofincometax. ................. $ — §$ — % 16 § 8 $ 72§ 6185 8 §$ 9
Netincome .................... $2,233  $2,658 $1,993  $2,605 $2,087 $1,934 $1,906 $1,706
Net income per share

Basic ........... ... .. .. . $060 $071 5054 $071 $057 $053 $053 § 046

Diluted. . .. ... ... .. .. ... .. .. $059 $070 $053 $ 069 $056 $052 $052 $046

NOTE 16. SUBSEQUENT EVENTS

On December 1, 2008, Versant’s Board of Directors approved a stock repurchase program. Under
the program, Versant is authorized to potentially repurchase up to $5.0 million worth of its outstanding
common shares from time to time on the open market, in block trades or otherwise. Whether any such
repurchases are made will depend on market conditions, the share price and other factors. The
program may be suspended or discontinued at any time and no assurance can be given that any stock
repurchases will in fact be made under this program. Any repurchases made under the program are
expected to be funded from the Company’s working capital.

On December 1, 2008 Versant acquired the assets of the database software business of
privately-held Servo Software, Inc. (formerly db4objects, Inc.) for $2.4 million in cash (including
$300,000 of contingent payments). db4o is an open source object database software solution targeting
the embedded device market. It is distributed under free open source licenses to a large, open source
community of approximately 50,000 registered members located around the world, and in some cases is
licensed on a fee-bearing basis to certain customers for redistribution.
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ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosures

]

Not applicable. ' ' o

ITEM 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures.

Our management (with the participation of our Chlef Executive Offlcer and our Chief Financial
Officer) evaluated the effectiveness of our disclosure controls and procedures (as defined in
Rules 13a-15(¢) and 15d-15(e) under the Securities Exchange Act of 1934, as aménded, or the
Exchange Act), as of October 31, 2008, the end of the fiscal period covered by this report on
Form 10-K. Securities and Exchange Commission, or SEC, rules define the term “disclosure controls
and procedures” to mean a company’s controls and other procedures that are designed to ensure that
information required to be disclosed in the reports it files or submits under the Exchange Act is
recorded, processed, summarized and reported within the time period specified in the SEC’s rules and
forms. Disclosure controls and procedures include, without limitation, controls and procedures designed
to ensure that information required to be disclosed by a company in its reports filed under the
Exchange Act is accumulated and communicated to the company’s management, including its principal
executive and principal financial officers, or persons performing similar functions, as appropriate to
allow timely decisions regarding required disclosure.

Based on the evaluation of the effectiveness of our disclosure controls and procedures by our
management with the participation of the Chief Executive Officer and the Chief Financial Officer, our
Chief Executive Officer and our Chief Financial Officer have concluded that, as of the end of the
period covered by this report, our disclosure controls and procedures were effective to ensure that’
information required to be disclosed in the reports that we file or submit under the Exchange Act is
recorded, processed, summarized and reported, within the time periods specified in the Commission’s
rules-and forms.

A control system, no. matter how well designed and operated can provide only reasonable, not
absolute, assurance that the objectives of the control system are met. Further, because of the inherent
limitations in all control systems, no evaluation of controls can provide absolute assurance that all
control issues and instances of fraud, if any, have been or will be detected. These inherent limitations
include the fact that there are resource constraints, and that the benefits of controls must be
conmdercd relative to their costs.

Managemem’s Annual Report on Imema[ Control over Financial Reporting. '

The information required to bé furnished pursuant to this item is set forth under the caption
“Report of Management on Internal Control Over Financial Reporting” in Item 8 of this Annual
Report on Form 10-K, which is incorporated herein by reference.

Changes in Internal Control over Financial Reporting.

There was no change in our internal control over financial reporting that occurred during the
fourth quarter of 2008 that has materially affected, or is reasonably likely to materially affect, our
internal control over financial reporting.

The certifications of Versant’s Chief Executive Officer and Chief Financial Officer attached as
Exhibit 31.01 and Exhibit 31.02 to this Annual Report on Form 10-K include, in paragraph 4 of such
certifications, information concerning Versant’s disclosure controls and procedures and internal control
over financial reporting. Such certifications should be read in conjunction with the information
contained in this Item 9A for a more complete understanding of the matters covered by such
certifications. The certifying officers have worked to design, or caused to be designed, disclosure
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controls and procedures, for the purpose of ensuring that material information relating to Versant,
including its consolidated subsidiaries, is made known to them by other personnel of Versant on a
timely basis and mtemal control over ﬁnanmal reportmg demgned o provxde reasonable assurance ,
regarding' the reliability of financial repofting and the preparatlon of fihancial statements for extemal t
purposes in accordance with generally accepted accounting principles. These disclosure controls and*"?
procedures and internal control over financial reporting were designed and adopted in good faith for
these purposes, but it is recogmzed that these procedures must be continually evaluated and can always
merit further improvement.

Item 9B. Other Information. " ~ _..

oy - L PRAREVY S PP 11
None L C

R .u(' PART I

Item 10. Dlrectors, Executlve Oﬂ'icers and Corporate Governance

The Board has adopted a Code of Conduct and Ethics that applies to Versant’s principal executive
officer, principal financial officer, principal accounting officer and all other employees of the Company.
This Code of Conduct and Ethics-is posted on our website at http:/fwww.versant.com. We intend to
satisfy the disclosure requnrement under this Item 10 of Form 8-K regarding any amendment to, or
waiver, from! a prowsnon of -this Code of Conduct and Ethics by posting such information on our
website at' http //www versant com ‘on the mvestors relations page.

The remainder of the mformatnon required for this Item 10 is incorporated by reference from our
Proxy Statement to be filed in connection with our 2009 Annual Meeting of Shareholders.
Item i1. Executive Compensation

The information required for this Item is incorporated by reference from our Proxy Statement to
be filed in connection with our 2009 Annual Meeting of Sharecholders.
Item 12, Security Ownership of Certain Beneficial Owners and Management and Related Stockholder

Matters

The information required for this Item is incorporated by reference from our Proxy Statement to
be filed in connection with our 2009 Annual Meeting of Shareholders.
Item 13. Certain Relationships and Related Transactions and Director Independence

The information required for this Item is incorporated by reference from our Proxy Statement to
be filed in connection with our 2009 Annual Mecting of Shareholders.
Item 14. Principal Accountant Fees and Services

The information required for this Item is incorporaied by reference from our Proxy Statement to
be filed in connection with our 2009 Annual Meeting of Shareholders.
Item 15. Exhibits and Financial Statement Schedules

The exhibit list in the “Exhibit Index” is incorporated herein by reference as the list of exhibits
required as part of this report,
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w EXHIBIT 10.01

R . | ' ',' : _l\'/_]thSJﬂ\NTlCORPOR@&"IOIIV\_T“l
¢ = "< 2005 EQUITY INCENTIVE PLAN B

As Adopted June 1, 2005 and as Amended through April 12, 2007

1. PURPOSE; EFFECTIVE DATE. 1The purpose of. this Plan’ is to provide incentives to attract,
retain and motivate eligible persons whose present and potential contributions are important to the
success of the Company, its Parent and Subsidiaries, by offering them an opportunity to participate in
the Company’s future performance through awards of Options, Restricted Stock and Stock Bonuses.
This Plan will become effective on the first date (the “Effective Date”) on,which it has been.both
(a) adopted by the Board and (b) approved by the shareholders of the Company. Capitalized terms not
defined in the text are defined in Section 23.

-~ .

‘411 . ) v o . )

7 SHARES SUBJECT TO THE PLAN. g+ vomazs + o ae mi

2.1 Number of Shares Available. Subject to Sections 2.2 and 18, the total number of Shares
reserved and available for grant-and issuance pursuant.to this Plan (the “Reserved Shares”) will be the
sum of (a) the Available Prior Plan Shares (as defined below) plus (b) any and all Forfeited Prior Plan
Shares (as defined below); provided, that the number of Reserved Shares shall not exceed an aggregate
of 655,685 Shares, as constituted at the opening of business on the Effective Date. The “Ayailable Prior
Plan Shares” means the number of shares of the Company’s Common Stock reserved for issuance
under the Company’$ 1996 Equity Incentive Plan, as amended (thie “Prior Plan”) on' the Effective Date
that, on the Effective Date, are not (i) issued and’ outstanding as a result of the grant or exercise of
awards granted under the Prior Plan or (ii) subject to stock options or other awards granted- under the
Prior Plan that are then ocutstanding. “Forfeited Prior Plan Shares” means (i) shares of Common Stock
issued under the Prior Plan that are outstanding on the Effective Date and are thereafter repurchased
by the Company at their original issuance price pursuant to the terms of the Prior Plan and/or
agreements entered pursuant thereto and (ii) the shares of Common Stock that, on the -Effective Date,
are subject to any then outstanding stock option granted under, the Prior Plan and which thereafter
cease to be subject to such stock option for any teason other than its exercise. The Available Prior Plan
Shares and all Forfeited Prior Plan Shares will no lornggr' be available for grant and issuance under the
Prior Plan but will be available for grant and issuance under this Plan. Subject to Sections 2.2 and 18,
(x) Sharesithat are subject to'issuance upon exercise of an. Option granted under this Plan-but that . ..
cease to be subject to such Option for any reason other than exercise of such Option, (y) Shares that
are subject to any Award granted under this Plan but are forfeited or are repurchased by thé Company
at their original issue price or (z) Shares that are subject to an Award granted under. this Plan that
otherwise terminates without Shares being issued, will again be available for grant and issuance in
connection with future Awards under this Plan. At all times the Company shall feserve and keep
available a sufficient number of Shares as shall be required to satisfy the-requirements of all -
outstanding Options granted under this Plan_and all other outstanding but unvested Awards lgrantcd '
under this Plan. No more than ten million’ (10,000,000) Shates may be issued under this Plan pursuant
to the exercise of 180s. , : ot : :

LN

2.2 Adjustment of Shares. In the event that the number: of outstanding Shares is changed by a-
stock dividend, recapitalization, stock split, reverse stock split, subdivision, combination, reclassification
or'similar change in the ‘capital structure of the Company without consideration, then (a).the number
of Shares reserved for issnance under this Plan, (b) the imaximum number of;Reserved Shares set forth
in Section 2.1 above, {c}-and the maximum number of Shares that may, be issued under this Plan
pursuant to the exercise of 1SOs as set forth in Section 2.1 above, (d) the Exercise Prices of and
number of Shares subject to outstanding Options, (¢) the number of Shares subject to other
outstanding Awards and (f) the numbers of Shares referenced in Section 3 below, will each be
proportionately adjusted, subject to any required action by the Board or the shareholders of the
Company and compliance with applicable securities laws; provided, however, that fractions of a Share
will either be replaced by a cash payment equal to the Fair Market Value of such fraction of a Share or
will be rounded up to the nearest whole Share, as determined by the Committee.




controls and procedures, for the purpose of ensuring that material information relating to Versant,
including its consolidated subsidiaries, is made known to them by other personnel of Versant on a
timely basis and internal control over financial reporting designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. These disclosure controls and
procedures and internal control over financial reporting were designed and adopted in good faith for
these purposes, but it is recognized that these procedures must be continually evaluated and can always
merit further improvement.

Item 9B. Other Information.

None

. PART 111
Item 10. Directors, Executive Officers and' Corporate Governance

The Board has adopted a Code of Conduct and Ethics that applies to Versant’s principal executive
officer, principal financial officer, principal accounting officer and all other employees of the Company.
This Code of Conduct and Ethics is posted on our website at hitp://www.versant.com. We intend to
satisfy the disclosure requiremeni under this Item 10 of Form 8-K regarding any amendment to, or
waiver from, a provision of this Code of Conduct and Ethics by posting such information on our
website at http://www.versant.com on the investors’ relations page.

The remainder of the information required for this Item 10 is incorporated by reference from our
Proxy Statement to be filed in connection with our 2009 Anaual Meeting of Sharcholders.
Item 11. Executive Compensation

The information required for this Item is incorporated by reference from our Proxy Statement to
be filed in connection with our 2009 Annual Meeting of Shareholders.
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder

Matters

The information required for this Item is incorporated by reference from our Proxy Statement to
be filed in connection with our 2009 Annual Meeting of Shareholders.
Item 13. Certain Relationships and Related Transactions and Director Independence

The information required for this Item is incorporated by reference from our Proxy Statement to
be filed in connection with our 2009 Annual Meeting of Shareholders.
Item 14, Principal Accountant Fees and Services

The information required for this Item is incorporated by reference from our Proxy Statement to
be filed in connection with our 2009 Annual Meeting of Shareholders.
Item 15. Exhibits and Financial Statement Schedules

The exhibit list in the “Exhibit Index” is incorporated herein by reference as the list of exhibits
required as part of this report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized. '

VERSANT CORPORATION
Dated: /s/ JERRY WONG
January 14, 2009 Jerry Wong

Vice President, Finance

Chief Financial Officer

(Duly Authorized Officer,
Principal Financial Officer and
Principal Accounting Officer)

/s/ JOCHEN WITTE

Jochen Witte

President and Chief Executive Officer
(Duly Authorized Officer and Principal
Executive Officer) and Director
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POWER OF ATTORNEY

By signing this Form 10-K below, I hereby appoint each of Jochen Witte and Jerry Wong as my
attorneys-in-fact to sign all amendments to this Form 10-K on my behalf, and to file this report on
Form 10-K (including all exhibits and other documents related to the Form 10-K) with the Securities
and Exchange Commission. I authorize each of my attorneys-in-fact to (1) appoint a substitute
attorney-in-fact for himself and (2) perform any actions that he believes are necessary or appropriate to
carry out the intention and purpose of this Power of Attorney. I ratify and confirm all lawful actions
taken, dlrectly or indirectly, by my attorneys-in-fact and by any properly appointed subsntutc )
attorneys-in-fact.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the Reglstrant and in the capacmes and on the dates
indicated.

Name I " Title ' . Lo Date

PRINCIPAL EXECUTIVE OFFICER:

[}

/s/ JOCHEN WITTE President and Chief Executive Ofﬁcer
and Director

Jochen Witte - i ' : !

January 14, 2009

PRINCIPAL FINANCIAL OFFICER AND.
PRINCIPAL ACCOUNTING OFFICER;

/s/ JERRY WONG Vice President, Fma‘nce and Chlef January 14, 2009
Fmancxal Officer - - ’
Jerry Wong Y
ADDITIONAL DIRECTORS: ) i
/sf{ UDAY BELLARY Director Co January 14, 2009
Uday Bellary S o
/s{ WILLIAM HENRY DELEVATI Director - January 14, 2009

William Henry Delevati

/s/f HERBERT MAY Director o January 14, 2009
Herbert May ‘
s/ BERNHARD WOEBKER Director January 14, 2009

Bernhard Woebker
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EXHIBIT INDEX

Incorporated by Reference

Exhibit Filed
Number Exhibit Description Form Date Number Herewith
2.01  Agreement and Plan of Merger with Poet Holdings, Inc. 8-K 09/29/03 9501
dated September 27, 2003 by and among the Registrant,
Puma Acquisition Inc. and Poet Holdings Inc. t
202 Amendment to Agreement and Plan of Merger, dated as-of  S-4/A  2/2/04 22
January 20, 2004, by and among the Registrant, Poet
Holdings, Inc. and Puma Acquisition, Inc.
2.03°  Share Purchase and Transfer Agreement dated as of 8K 91703 21
September 13, 2004 between Poet Software GmbH and ems
ePublishing AG and attached list of annexes thereto
(translated to English from the original German text). t
2.04  Vanatec GmbH Asset Purchase Agreement 10-KSB  1/30/06  2.06
205  Vanatec GmbH Agreement on the Purchase and Assignment 10-KSB 1/30/06  2.07
of a Share ' : . )
206  Asset Purchase Agreement as of February 1, 2006 bétween 8K 027706 201
Versant Corporation and Sima Solutions
3.01 Amended and Restated Articles of Incorporation of the S-8 03/24/04 401
Registrant, filed with the California Secretary of State on
March 18, 2004
302  Certificate of Amendment of Amended and Restated. B-K  8726/05 3.1
Articles of Incorporation of the Registrant, filed with the
California Secretary of State on August 22, 2005
3.03  Registrant’s Amended and Restated Bylaws 8-K 3/0807 30
10.01 Registrant’s 2005 Equity Incentive Plan, as amended ** )
10.02  Forms of Stock Option Agreements and Stock Option S-8  12/22/05  99.02
Exercise Agreements under Registrant’s 2005 Equity
Incentive Plan**
10.03 Registrant’s 2005 Directors’ Stock Option Plan, as S-8 07/25/08 99.01
amended**
10.04  Forms of Stock Option Grants and Stock Option Exercise S-8 1272205 99.04
Agreements under Registrant’s 2005 Directors Stock Option
Plan**
1005  Registrant’s 2005 Employee Stock Purchase Plan, as 8-K  04/26/07 10.03
amended **
10.06  Forms of Enrollment Form and Subscription Agreement S-8  12/22/05 99.06
under Registrant’s 2005 Employee Stock Purchase Plan**
1007  Registrant’s 1996 Directors Stock Option Plan, as amended S-8 08/14/03 4.06
as of July 30, 2003, and related documents**
1008  Registrant’s 1996 Employee Stock Purchase Plan, as 10-K  2/15/05  10.02
amended as of August 17, 2004 and related documents**
10.09 Registrant’s 1996 Equity Incentive Plan, as amended as of S-8  05/09/02 4.05

April 18, 2002, and related documents**




Exhibit Incorporated by Reference Filed
Number Exhibit Description Form Date Number Herewith

10.10  Poet Holdings, Inc. Amended and Restated 1995 Stock Plan S-8  3/24/04 45
and Forms of Stock Option Agreement and Exercise Notice
thereunder**

10.11  Poet Holdings, Inc. 1999 Director Option Plan and Forms of  S-8  3/24/04 46
Director Option Agreement and Director Option Exercise
Notice thereunder**

10.12  Poet Holdings, Inc. 2001 Non Statutory Stock Option Plan §-8 3724/04 47
and Forms of Stock Option Agreement and Exercise Notice

thereunder**

10.13 Form of Letter from Registrant to option holders of Poet S-8  3/24/04 99.01
Holdings, Inc., regarding assumption of options by
Registrant**

10.14  Form of Indemnity Agreement entered into by Registrant 10-K 2/15/05 109

with each of its directors and executive officers

10.15  Form of Amendment to Versant Corporation Stock Option SB-2  7/16/96
Agreement**

10.16  Joint Employment Agreement and Managing Director 10-Q 03/13/08 10.01
Service Contract dated November 30, 2006 between ,
Registrant, Versant GmbH, a wholly owned subsidiary of
Registrant, and Jochen Witte**

10.17  Registration Rights Agrcement dated December 28, 1998 10-KSB 03/31/99 10.35
between the Registrant and the parties listed on the
Schedule of Investors attached thereto

10.18  Supplement dated June 28, 1999 to Registration Rights 8K 071399 10.02
Agreement among the Registrant and the parties listed on
‘the Schedule of Investors attached thereto

10.19 Office Building Lease dated March 23, 2007, between 10-Q  6/13/07 10.01
Versant Corporation and CA-Shorebreeze Limited
Partnership

21.01 Subsidiaries of the Régistrant

23.01 Consent of Grant Thornton LLP

31.01 Rule 13a-14(a} Certification of Principal Executive Officer
31.02 Rule 13a-14(a) Certification of Principal Financial Officer
32.01 Section 1350 Certification of Principal Executive Officer

XXX KR

3202 Section 1350 Certification of Principa!l Financial Officer

t  Pursuant to Item 601(b)}(2) of Regulations of S-K, certain annexes, exhibits and schedules to this Exhibit
have been omitted but will be furnished supplementally to the Commission upon request.

** Management contract or compensatory plan.




' EXHIBIT 10.01

VERSANT CORPORATION
2005 EQUITY INCENTIVE PLAN

As Adopted June 1, 2005 and as Amended through April 12, 2007

1. PURPOSE; EFFECTIVE DATE. The purpose of this Plan is to provide incentives to attract,
retain and motivate eligible persons whose present and potential contributions are important to the
success of the Company, its Parent and Subsidiaries, by offering them an opportunity to participate in
the Company’s future performance through awards of Options, Restricted Stock and Stock Bonuses.
This Plan will become effective on the first date (the “Effective Date”) on which it has been both
(a) adopted by the Board and (b) approved by the shareholders of the Company. Capitalized terms not
defined in the text are defined in Section 23.

2. SHARES SUBJECT TO THE PLAN. | .

2.1 Number of Shares Available. Subject to Sections 2.2 and 18, the total number of Shares
reserved and available for grant and issuance pursuant to this Plan (the “Reserved Shares”) will be the
sum of (a) the Available Prior Plan Shares (as defined below) plus (b) any and all Forfeited Prior Plan
Shares (as defined below); provided, that the number of Reserved Shares shall not exceed an aggregate
of 655,685 Shares, as constituted at the opening of business on the Effective Date. The “Available Prior
Plan Shares” means the number of shares of the Company’s Common Stock reserved for issuance
under the Company’s 1996 Equity Incentive Plan, as amended (the “Prior Plan") on the Effective Date
that, on the Effective Date, are not (i) issued and outstanding as a result of the grant or exercise of
awards granted under the Prior Plan or (i) subject to stock options or other awards granted under the
Prior Plan that are then outstanding. “Forfeited Prior Plan Shares” means (i) shares of Common Stock
issued under the Prior Plan that are outstanding on the Effective Date and are thereafter repurchased
by the Company at their original issuance price pursuant to the terms of the Prior Plan and/or
agreements entered pursuant thereto and (i) the shares of Common Stock that, on the Effective Date,
are subject to any then outstanding stock option granted under the Prior Plan and which thereafter
cease to be subject to such stock option for any reason other than its exercise. The Available Prior Plan
Shares and all Forfeited Prior Plan Shares will no longer be available for grant and issuance under the
Prior Plan but will be available for grant and issuance under this Plan. Subject to Sections 2.2 and 18,
(x) Shares that are subject to issuance upon exercise of an Option granted under this Plan but that
cease to be subject to such Option for any reason other than exercise of such Option, (y) Shares that
are subject to any Award granted under this Plan but are forfeited or are repurchased by the Company
at their original issue price or (z) Shares that are subject to an Award granted under this Plan that
otherwise terminates without Shares being issued, will again be available for grant and issuance in
connection with future Awards under this Plan. At all times the Company shall reserve and keep
available a sufficient number of Shares as shall be required to satisfy the requirements of all
outstanding Options granted under this Plan and all other outstanding but unvested Awards granted
under this Plan. No more than ten million (10,000,000) Shares may be issued under this Plan pursuant
to the exercise of ISOs.

2.2 Adjustment of Shares. In the event that the number of outstanding Shares is changed by a
stock dividend, recapitalization, stock split, reverse stock split, subdivision, combination, reclassification
or similar change in the capital structure of the Company without consideration, then (a) the number
of Shares reserved for issuance under this Plan, (b) the maximum number of Reserved Shares set forth
in Section 2.1 above, (c) and the maximum number of Shares that may be issued under this Plan
pursuant to the exercise of ISOs as set forth in Section 2.1 above, (d) the Exercise Prices of and
number of Shares subject to outstanding Options, (e) the number of Shares subject to other
outstanding Awards and (f) the numbers of Shares referenced in Section 3 below, will each be
proportionately adjusted, subject to any required action by the Board or the shareholders of the
Company and compliance with applicable securities laws; provided, however, that fractions of a Share
will either be replaced by a cash payment equal to the Fair Market Value of such fraction of a Share or
will be rounded up to the nearest whole Share, as determined by the Committee.




3. ELIGIBILITY. ISOs (as defined in Section 5 below) may be granted only to employees
(including officers and directors who are also employees) of the Company or of a Parent or Subsidiary
of the Company. All other Awards may be granted to employees, officers, directors, consultants,
independent contractors and advisors of the Company or any Parent or Subsidiary of the Company;
provided such consultants, independent contractors and advisors render bona fide services not in
connection with the offer and sale of securities in a capital-raising transaction. No person will be
eligible to receive more than 400,000 Shares in any calendar year under this Plan pursuant to the grant
of Awards hereunder, other than new employees of the Company or of a2 Parent or Subsidiary of the
Company (including new employees who are also officers and directors of the Company or any Parent
or Subsidiary of the Company) who are eligible to receive up to a maximum of 600,000 Shares in the
calendar year in which they commence their employment. A person may be granted more than one
Award under this Plan.

4. ADMINISTRATION.

4.1 Committee Authority. This Plan will be administered by the Committee or by the Board
acting as the Committee. Subject to the general purposes, terms and conditions of this Plan, and to the
direction of the Board, the Committee will have full power to implement and carry out this Plan.
Without limitation, the Committee will have the authority to:

Lt

(a) construe and interpret this Plan, any Award Agreement and any other agreement or document
executed pursuant to this Plan; .

(b) prescribe, amend and rescind rules and regulations relating to this Plan;

(c) select persons to receive Awards;

{d) determine the form and terms of Awards;

{e) determiné the number of Shares or other consideration subject to Awards; - .

(f) determine whether Awards will be granted singly, in combination with, in tandem with, in
replacement of, or as alternatives to, other Awards under this Plan or any other incentive or
compensation plan of the Company or any Parent or Subsidiary of the Company;

(g)‘ grant waivers of Plan or Award conditions;
(h) determine the vesting, exercisability and payment of Awards;

(i) correct any defect, supply any omission or reconcile any inconsistency in this Plan, any Award
or any Award Agreement;

(j) determine whether an Award has been earned; and
(k) make all other determinations necessary or advisable for the administration of this Plan.

4.2 Committee Discretion. Any determination made by the Committee with respect to any
Award will be made in its sole discretion at the time of grant of the Award or, unless in contravention
of any express term of this Plan or Award, at any later time, and such determination will be final and
binding on the Company and on all persons having an interest in any Award under this Plan. The
Committee may delegate to one or more officers of the Company the authority to grant an Award
under this Plan to Participants who are not Insiders of the Company.

4.3 Exchange Act Requirements. During all times that the Company is subject to Section 16 of
the Exchange Act, the Company will take appropriate steps to comply with the requirements of SEC
Rule 16b-3 (or other rules of the SEC) for the exemption of awards from the application of
Section 16(b) of the Exchange Act. :

5. OPTIONS. The Committee may grant Options to eligible persons and will determine whether
such Options will be Incentive Stock Options within the meaning of the Code (“ISOs”) or Nonqualified
Stock Options (“NQSOs”), the number of Shares subject to the Option, the Exercise Price of the




Option, the period during which the Option may be exercised, and all other terms and conditions of
the Option, subject to the following: '

5.1 Form of Option Grant. Each Option granted under this Plan will be evidenced by an Award
Agreement which will expressly identify the Option as an ISO or an NQSO (“Stock Option
Agreement”), and will be in such form and contain such provisions (which need not be the same for
each Participant) as the Committee may from time to time approve, and which will comply with and be
subject to the terms and conditions of this Plan.

52 Date of Grant. The date of grant of an Option will be the date on which the Committee
makes the determination to grant such Option, unless otherwise specified by the Committee. The Stock
Option Agreement and a copy of this Plan will be delivered to the Participant within a reasonable time
after the granting of the Option.

5.3 FExercise Period; Vesting. Options may be exercisable immediately (subject to repurchase
pursuant fo Section 12 of this Plan) or may be exercisable within the times or upon the events
determined by the Committee as.set forth in the Stock Option Agreement governing such Option.
Notwithstanding the foregoing: (a) no Option will be exercisable after the expiration of ten (10) years
from the date the Option is granted; (b) no 1SO granted to a person who directly or by attribution
owns more than ten percent (10%) of the total combined voting power of all classes of stock of the
Company or of any Parent or Subsidiary of the Company (“Ten Percent Shareholder™) will be exercisable
after the expiration of five (5) years from the date the ISO is granted; and (c) in no event shall an
Option that is granted to an employee who is a non-exempt employee for purposes of overtime pay
under the Fair Labor Standards Act of 1938 be exercisable earlicr than six (6) months after its date of
grant. The Committee also may provide for the exercise of Options to become exercisable at one time
or from time to time, periodically or otherwise, in such number of Shares or percentage of Shares as
the Committee determines; provided that (subject to earlier termination of the Option) each Option
granted to a non-officer employee shall vest at the rate of no less than twenty percent (20%) of the
total number of Shares originally subject to such Option (as such number may be adjusted pursuant to
Section 2) per year over the five (5) year period beginning on the date such Option is granted, subject
to such person’s continued employment with the Company or Parent or Subsidiary. Unless the
Committee provides otherwise, the vesting of an Option granted under this Plan may be suspended
during any leave of absence as may be set forth in any Company policy.

54 Exercise Price. The Exercise Price of an Option will be determined by the Committee when
the Option is granted and will not be less than 100% of the Fair Market Value of the Shares on the
date of grant (110% in the case of any ISO granted to a Ten Percent Shareholder). Payment for the
Shares purchased may be made in accordance with Section 8 of this Plan.

5.5 Method of Exercise. Options may be exercised only by delivery to the Company of a stock
option exércise agreement (the “Exercise Agreement”} in a form approved by the Committee (which
need not be the same for each Participant), stating the number of Shares being purchased, the
restrictions imposed on the Shares purchased under such Exercise Agreement, if any, and such
representations and agreements regarding Participant’s investment intent and access to information and
other matters, if any, as may be required or desirable by the Company to comply with applicable
securities laws, together with payment in full of the Exercise Price for the number of Shares being
purchased.

56 Termination. Notwithstanding the exercise periods set forth in the Stock Option Agreement,
exercise of an Option will always be subject to the following:

(a) If the Participant is Terminated for any reason except death or Disability, then the Participant
may exercise such Participant’s Options only to the extent that such Options would have been
exercisable upon the Termination Date no later than three (3) months after the Termination Date (or
such shorter or longer time period not exceeding five (5) years after the Termination Date as may be
determined by the Committee, with any exercise beyond three (3) months after the Termination Date
deemed to be an NQSO), but in any event, no later than the expiration date of the Options.




(b) If the Participant is Terminated because of Participant’s death or Disability (or the Participant
dies within three (3) months after a Termination other than because of Participant’s death or disability),
then Participant’s Options may be exercised only to the extent that such Options would have been
exercisable by Participant on the Termination Date anid must be exercised by Participant (or
Participant’s legal representative or aithorized ‘assignee) no later than twelve (12) months ‘after the -
Termination Date {or such shorter or longer time period not exceedmg five (5) years after the
Termination' Date as may be determined by’ the Committee, with any such exercise beyond (a) three 3y
months after the Termination Date when the Termination is for any reason otlier than the Participant’s
death or Disability, or (b) twelve (12) months after the Termination.Date when the Termination is for
Participant’s death or Disability, deemed to be an NQSO) but in any event no later than the expiration
date of the Options. . ; : . .

-

(c) /If a Participant is determined by the 'Board to have committed an act of theft, embezzlement,
fraud, dlshonesty or a breach of f1duc1ary duty to the Company or Parent or Subsidiary, neither such
Participant, such Part1c1pant s'estate nor such other person who may thén hold the Option’ shall be
entitled 1o exercise any Option with respect to any Shares Whatsoever after termination of service,
whether or not after termination of service Such Participant may receive payment from the Company or
Subsidiary for vacation pay, for services rendered prior to termination, for services rendered for the day
on which termination occurs, for salary in lieu of noticé, or for any other benefits. In making the -
determination described in this subsection, the Board shall give the Participant an opportunity to
present evidence to the Board: For the purpose of this paragraph, termination of service shall be
deemed to occur on the date when:the Company dispatches notice or advice to the Participant that
such Participant’s service is terminated. : : :

5.7 Limitations on Exercise. The Committee may specify a reasonable minimum number of
Shares that may be purchased on any exercise of an Option, provided that such minimum number. will
not prevent Participant from exercising the Option' for the full number_of Shares for which it is then
exercisable. \ o

5.8 Limitations on ISO. The aggregate Fair Market Value (determined as of the date of grant)
of Shares with respect to which ISOs are exercisable for the first time by a Participant during any
calendar year (under this Plan or under any other’ incentive stock option plan of the Company, Parent
or Sub51d1ary of the Company) will not exceed $100,000. If the Fair Market Value of Shares on the
date of grant with respect to which ISOs ‘are exercisable for the first timé by a Participant during any
calendar year exceeds $100,000, then the Options for the first $100,000 worth of Shares to become *
exercisable in such calenidar year will be ISOs’ and the Options for the amount in excess of $100,000
that become exercisable in that calendar year will be NQSOs. In‘the ¢vent that the'Code or the ¢
regulations promulgated thereunder are amended after the Effective Date of this Plan to provide for a
different limit on the Fair Market Value of Shares permitted to be subject to ISO, such different’ limit
will be Automatically mcorporated herein and wnll apply to any Optlons granted after the effectlve date
of such amendment. !

59 . Modnﬁcatlon Extension or Renewal. : The Committee may modify,, extend or renew
outstanding Options and authorize the grant of new Options in substitution therefor, provided that any
such action may not, without the written consent of a Participant, 1mpa1r any of such Participant’s rights
under any Option previously granted. Any outstanding ISO that is modified, extended, renewed or
otherwise altered will be treated in accordance with Section 424(h) of the Code. The Committee may "
reduce the Exercise Price of outstanding Options without the consent of Participants affected by a -
written notice to them only if and to the extent that such Repricing is permltted under the terms of
Section 15 of this Plan; provided, however, that the Exercise Price may not be reduced below the
minimum Exercise Price that' would be permitted under Section 5.4 of this Plan for Options granted on
the date the actlon is taken to tedute the Exercnse Prlce K

510 No Dlsquallflcatlon Notw1thstand1ng any other provnslorl in this Plan, no term of this Plan
relating to ISOs will be interpreted, amended or altered, nor will any discretion or authority granted




under this Plan be exercised, so as to disqualify this Plan under Section 422 of the Code or, without the
consent of the Participant affected to disqualify any ISO under Section 422 of the Code. :

6. RESTRICTED STOCK A Restricted Stock Award is an offer by the Company to sell to an '
eligible person Shares that are sub]ect to restrictions. The Committee will determine to whom an offer
will be made, the number of Shares the person may purchase, the price to be paid (the “Purchase
Price™), the restrictions to whrch the Shares will be subject, and all other terms and conditions of the
Restrlcted Stock Award, subject to the followmg

L 6. 1 Form of Restricted Stock Award.: All purchases under a Restncted Stock Award made
pursuant to this Plan will be evidenced by an Award Agreement:(“Restricted Stock Purchase
Agreement™) that will be in such form (which need not be the same for each Participant) as the
Committee will from time to time approve, and will comply with and be subject to the terms and
condltlons of this Plan. The offer of Restricted Stock will be accepted by ‘the Participant’s execution
and dehverv of the Restricted Stock Purchase Agreement and full payment for the Shares to the
Company within thirty (30) days from the date the Restricted Stock Purchase Agreement is delivered to
the Participant. If such Part1c1pant does not execute and deliver the Restricted Stock Purchase | ,
Agreement along with full payment for the Shares to the Company within thrrty (30) days, then the
offer of such Restncted Stock will terrnmate unless otherwise determined by the Committee.

6.2 Purchase Price. The Purchase Price of Shares sold pursuant to a Restricted Stock Award.
will be determined by the Committee and will be at least 100% of the Fair Market Value of the Shares
on thé date- the. Restricted' Stock'Award is granted. Payment of the Purchase Prrce may be made in
accordance with Section 8 of this Plan.

6.3 Restrictions. Restricted-Stock Awards-will be subject to such restrictions (if any) as the
Committee may impose. The Committee may provide for the lapse of such restrictions in installments -
and may accelerate or waive such restrictions, in whole or part, based on length of service, performance
or such other factors or criteria as the Committee may determine.

* 7. STOCK BONUSES. o ‘

7.1 Awards of Stock Bonuses. A Stock Bonus is an award of Shares (Which may consist of
Restricted Stock) for services rendered to the Company-or any Parent or Subsidiary of the Company. A
Stock Bonus may be awarded for past services already rendered to the Company, or any Parent or
Subsidiary of the Company pursuant to an Award Agreement (the “Stock Bonus Agreement”) that will
be in such form (which need not be the same for each Participant) as the Committee will from time to
time approve, and will comply with and be subject to the terms and conditions of this Plan. A Stock
Bonus may be awarded upon satisfaction of such performance goals as are set out in advance in the
Participant’s individual Award Agreement (the “Performance Stock Bonus Agreement”) that will be in
such form (which need not be the same for each "Participant) as the Committee will from time to time
approve, and will comply with and be subject to the terms and conditions of this Plan. Stock Bonuses
may vary from Participant to Participant and between groups of Participants, and may be based upon
the achievement of the Company, Parent or Subsidiary and/or individual performance factors or upon
such other criteria as the Commlttee may determine. : -

12 'Iérms of Stock Bonuses. The Committee wrll determine the number of Shares to be
awarded to the Participant and whether such Shares will be Restricted Stock. If the Stock Bonus is
being earned upon the satisfaction of performance goals pursuant to a Performance Stock Bonus
Agreement, then the Commnttee will determine: (a) the nature, length and starting date of any period
during which performance is to be measured (the “Performance Period”) for each Stock Bonus; {b) the
performance goals and criteria to be used to measure the performance, if any; (c) the number of
Shares that may be awarded to the Participant; and (d) the extent to which such Stock Bonuses have
been earned. Performance Periods may overlap and Part1c1pants may participate simultaneously with
respect to Stock Boriuses that are subject to different Performance Periods and different performance
goals and other criteria. The number of Shares may be fixed or may vary in accordance with such
performance goals and criteria as may be determined by the Committee. The Committee may adjust




the performance goals applicable to the Stock Bonuses to take into account changes in law and
accounting or tax rules and to make such adjustments as the Committee deems necessary or
appropriate. to reflect the impact of extracrdinary or unusual items, events or circumstances to avoid
windfalls or hardships. :

7.3 Form of Payment. The earned portion of a Stock Bonus may be paid currently or on a
defesred basis with such interest or dividend equivalent, if any, as the Committee may determine.
Payment may be made in the form of cash, whole Shares, including Restricted Stock, or a combination
thereof, either in a lump sum payment or in installments, all as the Committee will determine.

7.4 Termination During Performance Period. If a Participant is Terminated during a
Performance Period for any reason, then such Participant will be entitled to payment (whether in
Shares, cash or otherwise) with respect to the Stock Bonus only to the extent such Stock Bonus is
earned as of the date of Termination in accordance with the terms of the applicable Performance Stock
Bonus Agreement, unless the Committee will determine otherwise, -

8. PAYMENT FOR SHARE PURCHASES. Payment for Shares purchased pursuant to this
Plan may be made in cash (by check) or, where expressly approved for the Participant by the
Committee and where permitted by law:

(a) by cancellatlon of indebtedness of the Company to the Partlcrpant

(b) by surrender of shares that either: (1) have been owned by Participant for more than six (6)
months and have been paid for within the meaning of SEC Rule 144 (and, if such shares were
purchased from the Company by use of a promissory note, such note has been fully paid with respect
to such shares); or (2) were obtained by Participant in the public market;

(c) by waiver of compensation due or accrued to the Participant for services rendered

(d) with respect only to purchases upon exercise of an Option, and provided that a public market
for the Company’s stock exists: _ . )

(1) through a “same ‘day sale commitment from the Participant and a broker-dealer that is a
member of the National Association of Securities Dealers (an “NASD Dealer”) whereby the
Participant irrevocably elects to exercise the Option and to sell a portion of the Shares so
purchased to pay for the Exercise Price, and whereby the NASD Dealer irrevocably commits upon
receipt of such Shares to forward the Exerc1se Price drrectly to the Company, or

(2) through a “margin” commrtment from the Participant and a NASD Dealer whereby the
Participant irrevocably elects to exercise the Option and to pledge the Shares so purchased to the
NASD Dealer in a margin account as security for a loan from the NASD Dealer in the amount of
the Exercise Price, and whereby the NASD Dealer irrevocably commits upon receipt of such
Shares to forward the Exercise Price directly to the Company; or

(e) by any combination of the foregoing.
9. WITHHOLDING TAXES.

9.1 Withholding Generally. Whenever Shares are to be issued in satisfaction of Awards granted
under this Plan, the Company may require the Participant to Temit to the Company an amount
sufficient to satisfy federal, state and local withholding tax requirements prior to the delivery of any
certificate or certificates for such Shares. Whenever, under this Plan, a payment in satisfaction of an
Award is to be made in cash, each such payment will be net of an amount sufficient to satisfy federal,
state, and local withholding tax reguirements.

9.2 Stock Withholding. When, under applicable tax laws, a Participant incurs tax liability in
connection with the exercise or vesting of any Award that is subject to tax withholding and the
Participant is obligated to pay the Company the amount required to be withheld, the Committee may
in its sole discretion allow the Participant to satisfy the minimum withholding tax obligation by electing
to have the Company withhold frorn the Shares to be issued that number of Shares having a Falr




Market Value equal to the minimum amount required to be withheld, determined on the date that the!
amount of 1ax to be withheld is to be determined (the “Zax Date”). All elections by a Participant to
have Shares withheld for this purpose will be made in writing in a form acceptable to the Committee
and will be subject to the following restrictions: .

(a) the election must be made on or prior to the applicable Tax Date;

(b) once made, then except as provided below, the election will be irrevocable as to the particular
Shares as to which the election is made; ' '

(c) all elections will be subject to the consent or disapproval of the Committee; .

(d) if the Participant is an Insider and if the Company is subject to Section 16(b) of the Exchange
Act: (1) the election may not be made within six (6) months of the date of grant of the Award, except
as otherwise permitted by SEC Rule 16b-3(e) under the Exchange Act, and (2) either (A) the election
to use stock withholding must be irrevocably made at least six (6) months prior to the Tax Date
(although such election may be revoked at any time at least six (6) months prior to the Tax Date) or
(B) the exercise of the Option or election to use stock withholding must be made in the ten (10) day
period beginning on the third day following the release of the Company’s quarterly or annual summary
statement of sales or earnings; and '

(e) in the event that the Tax Date is deferred until six (6) months after the delivery of Shares
under Section 83(b) of the Code, the Participant will receive the full number of- Shares with respect to
which the exercise occurs, but such Participant will be unconditionally obligated to tender back to the
Company the proper number of Shares on the Tax Date. . '

10. PRIVILEGES OF STOCK OWNERSHIP.

10.1 Voting and Dividends. No Participant will have any of the rights of a shareholder with
respect to any Shares until the Shares are issued to the Participant. After Shares are issued to the
Participant, the Participant will be a shareholder and have all the rights of a shareholder with respect to
such Shares, including the right to vote and receive all dividends or other distributions made or paid
with respect to such Shares; provided, that if such Shares are Restricted Stock, then any new, additional
or different securities the Participant may become entitled to receive with respect to such Shares by
virtue of a stock dividend, stock split or any other change in the corporate or capital structure of the
Company will be subject to the same restrictions as the Restricted Stock; provided, further, that the
Participant will have no right to retain such stock dividends or stock distributions with respect to Shares
that ‘are repurchased at the Participant’s original Purchase Price pursuant to Section 12.
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10,2 Financial Statements. The Company will provide financial statements to each Participant
prior to such Participant’s purchase of Shares under this Plan, and to each Participant annually during
the period such Participant has Awards outstanding; provided, however, except as required by |
applicable law the Company will not be required to provide such financial statements to Participants
whose services in connection with the Company assure them access to equivalent information.

11. TRANSFERABILITY. Awards granted under this Plan, and any interest therein, will not be
transferable or assignable by Participant, and may not be made subject to execution, attachment or
similar process, otherwise than by will or by the laws of descent and distribution or as consistent with
the specific Plan and Award Agreement provisions relating thereto. During the lifetime of the
Participant any Award granted to such Participant will be exercisable only by such Participant, and any
elections with respect to any such Award, may be made only by such Participant.

12. RESTRICTIONS ON SHARES. At the discretion of the Committee, the Company may
reserve to itself and/or its assignee(s) in the Award Agreement a right to repurchase a portion of or all
Shares held by a Participant following such Participant’s Termination at any time within ninety (50) days
after the later of Participant’s Termination Date and the date Participant purchases Shares under this
Plan, for cash and/or cancellation of purchase money indebtedness, at: (A} with respect to Shares that are
“Vested” (as defined in the Award Agreement), the higher of: (1) Participant’s original Purchase Price, or
(2) the Fair Market Value of such Shares on Participant’s Termination Date, provided, that such right of




repurchase (i) must be exercised as to all such “Vested” Shares unless a Participant consents to the
Company’s repurchase of only a portion of such “Vested” Shares and (ii) terminates when the Company’s
securities become. publicly traded; or (B) with respect to Shares that are not “Vested” (as defined in the
Award Agreement), at the Participant’s original Purchase Price, provided that, for any Participant who is -
a non-officer- employee immediately prior to such Participant’s Termination, the right to repurchase at the
original Purchase Price lapses at the rate of at least 20% per year over five (5) years from the date the
Shares were purchased (or from the date of grant of options in the case of Shares obtained pursuant to a
Stock Option Agreement and Stock Option Exercise Agreement).

13. CERTIFICATES. All certificates for Shares or other securities delivered under this Plan will
be subject to such stock transfer orders, legends and other restrictions as the Committee may deem
necessary or advisable, including restrictions under any applicable federal, state or foreign securities
faw, or any rules, regulations and other requirements of the SEC or any stock exchange or automated
quotation system upon which the Shares may be listed or quoted.

14. ESCROW, PLEDGE OF SHARES. To enforce any restrictions on a Part1c1pant s Shares,
the Committee may require the Participant to deposit all certificates representing Shares, together with
stock powers or other instruments of transfer approved by the Committee, appropriately endorsed in -
blank, with the Company or an agent designated by the Company to hold in escrow until such
restrictions have lapsed or terminated, and the Committee may cause a legend or legends referencing
such restrictions to be placed on the certificates.

15. REPRICING PROHIBITED WITHOUT SHAREHOLDER APPROVAL. A Repricing (as
that term is defined in Section 23 of this Plan) is prohibited without prior shareholder approval.
Subject to compliance with the provisions of the immediately preceding sentence regarding a Repricing,
the Committee may, at any time or from time to time: (a) authorize the Company, with the consent of
the respective Participants, to issue new Awards in exchange for the surrender and cancellation of any
or all outstanding Awards or (b) buy from a Participant an Award previously granted with payment in
cash, Shares (including Restricted Stock) or other consideration, based on such terms and conditions as
the Committee and the Participant may agree. The exercise of the authority provided in this Sectton 15
is circumscribed to the extent necessary to avoid the inadvertent application of the interest and
additional tax provisions of Section 409A of the Code.

16. SECURITIES LAW AND OTHER REGULATORY COMPLIANCE. An Award will not
be effective unless such Award is in compliance with all applicable federal and state securities laws,
rules and regulations of any governmental body, and the requirements of any stock exchange or
automated quotation system upon which the Shares may then be listed or quoted, as they are in effect
on the date of grant of the Award and also on the date of exercise or other issuance. Notwithstanding
any other provision in this Plan, the Company will have no obligation to issue or deliver certificates for
Shares under this Plan prior to: (a) obtaining any approvals from governmental agencies that the
Company determines are necessary or advisable; and/or (b) completion of any registration or other
qualification of such Shares under any state or federal law or ruling of any governmental body that the
Company determines to be necessary or advisable. The Company will be under no obligation to register
the Shares with the SEC or to effect compliance with the registration, qualification or listing
requirements of any state securities laws, stock exchange or automated quotation system, and the
Company will have no liability for any inability or failure to do so.

+17.  NO OBLIGATION TO EMPLOY. Nothing in this Plan or any Award granted under this
Plan will confer or be deemed- to confer on any Participant any right to continue in the employ of, or
to continue any other relationship with, the Company or any Parent or Subsidiary of the Company or
limit in any way the right of the Company or any Parent or Subsidiary of the Company to terminate
Participant’s employment or other relationship at any time, with or without cause.

18. CORPORATE TRANSACTIONS.

18.1 Assurﬁption or Replacement of Awards by Successor. In the event of (a) a dissolution or
liquidation of the Company, (b) a merger or consolidation in which the Company is not the surviving




corporation (other than a merger or consolidation with a wholly-owned subsidiary, a reincorporation of
the Company in a different jurisdiction, or other transaction in which there is no substantial change in
the sharcholders of the Company or their relative stock holdings and the Awards granted under this
Plan are assumed, converted or replaced by the successor corporation, which assumption will be
binding on all Participants), (c) a merger or consolidation in which the Company is the surviving
corporation but the Company’s sharcholders immediately prior to the consummation of the merger or
consolidation (other than any shareholder that merges or consolidates, or controls another corporation
that merges or consolidates, with the Company in such merger or consolidation) own less than 50% of
the surviving corporation immediately after such merger or consolidation, or (d) the sale of
substantially all of the assets of the Company, any or all outstanding Awards may be assumed,
converted or replaced by the successor corporation (if any), which assumption, conversion or
replacement will be binding on all Participants. In the alternative, the successor corporation may
substitute equivalent awards or provide substantially similar consideration to Participants as was
provided to shareholders (after taking into account the existing provisions of the Awards). The
successor corporation may also issue, in place of then outstanding Shares held by any Participant,
substantially similar shares or other property subject to repurchase restrictions no less favorable to such
Participant. In the event such successor corporation (if any) refuses to assume or substitute Awards, as
provided above, pursuant 10 a transaction described in this Subsection 18.1, such Awards will expire on
such transaction at such time and on such conditions as the Board will determine.

182 Other Treatment of Awards. Subject to any greater rights granted to Participants under the
foregoing provisions of this Section 18, in the event of the occurrence of any transaction described in
Section 18.1, any outstanding Awards will be treated as provided in the applicable agreement or plan of
merger, consolidation, dissolution, liquidation, sale of assets or other “corporate transaction.”

18.3 Assumption of Awards by the Company. The Company, from time to time, also may
substitute or assume outstanding awards granted by another company, whether in connection with an
acquisition of such other company or otherwise, by either; (a) granting an Award under this Plan in
substitution of such other company’s award; or (b) assuming such award as if it had been granted under
this Plan if the terms of such assumed award could be applied to an Award granted under this Plan.
Such substitution or assumption will be permissible if the holder of the substituted or assumed award
would have been eligible to be granted an Award under this Plan if the other company had applied the
rules of this Plan to such grant. In the event the Company assumes an award granted by another
company, the terms and conditions of such award will remain unchanged (except that the exercise price
and the number and nature of Shares issuable upon exercise of any such option will be adjusted
appropriately pursuant to Section 424(a) of the Code). In the event the Company elects to grant a new
Option rather than assuming an existing option, such new Option may be granted with a similarly
adjusted Exercise Price. ’

19. SHAREHOLDER APPROVAL. This Plan shall be appfoved by the shareholders of the
Company (excluding Shares issued pursuant to this Plan), consistent with applicable laws, within twelve
(12) months before or after the date this Plan is adopted by the Board. Upon the Effective Date, the
Board may grant Awards pursuant to this Plan; provided, however, that: (a) no Option may be
exercised prior to initial shareholder approval of this Plan; (b} no Option granted pursuant to an
increase in the number of Shares subject to this Plan approved by the Board will be exercised prior to
the time such increase has been approved by the shareholders of the Company; and (c) in the event
that shareholder approval of such increase is not obtained within the time period provided herein, all
Awards granted hereunder pursuant to such increase will be canceled, any Shares issued pursuant to
any such Award will be canceled, and any purchase of Shares pursuant to such increase will be
rescinded. So long as the Company is subject to Section 16(b) of the Exchange Act, the Company will
comply with the requirements of Rule 16b-3 (or its successor), as amended, with respect to sharcholder
approval.

20. TERM OF PLAN/GOVERNING LAW. Unless earlier terminated as provided herein, this
Plan will ferminate ten (10) years from the date this Plan is adopted by the Board or, if earlier, the




date of shareholder approval. This Plan and all agreements thereunder shall be governed by and
construed in accordance with the laws of the State of California.

21. AMENDMENT OR TERMINATION OF PLAN. The Board may at any time terminate or
amend this Plan in any respect, including without limitation amendment of any form of Award
Agreem'ent or instrument to be executed pursuant to this Plan; provided, however, that the Board will
not, without the approval of the shareholders of the Company, amend this Plan in any manner that
requires such shareholder approval pursuant to the Code or the regulations promulgated thereunder as
such provisions apply to SO plans, the California Department of Corporations, or (if the Company is
subject to the Exchange Act or Section 16(b} of the Exchange Act) pursuant to the Exchange Act or
SEC Rule 16b-3 (or its successor), as amended, thereunder, respectively.

22. NONEXCLUSIVITY OF THE PLAN. Neither the adoption of this Plan by the Board, the
submission of this Plan to the shareholders of the Company for approval, nor any provision of this Plan
will be construed as creating any limitations on the power of the Board to adopt such additional
compensatlon arrangements as it may deem desirable, including, without limitation, the granting of
stock options and bonuses otherwise than under this Plan, and such arrangements may be either
generally applicable or applicable only in specific cases.

23. DEFINITIONS. As used in this Plan, the following terms w1ll have the following meanings:
“Award” means any award under this Plan, including any I()ptlon, Restricted Stock or Stock Bonus.

“Award Agreement” means, with respect to each Award, the signed written agreement between the
Company and the Participant setting forth the terms and conditions of the Award.

“Board” means the Board of Directors of the Company.
“Code” means the Internal Revenue Code of 1986, as amended.

“Committee” means the committee appointed by the Board to administer this Plan, or if no such
committee is appointed, the Board. .

“Company” means Versant Corporation, a California corporation, or any successor corporation.

“Disability” means a disability, whether temporary or permanent, partial or total, within the
meaning of Section 22(e)(3) of the Code, as determined by the Committee.

“Exchange Act” means the Securities Exchange Act of 1934, as amended.

“Exercise Price” means the price at which a holder of an Optién may purchase the Shares issuable
upon exercise of the Option.

“Fair Market Value” means, as of any datc the value of a share of the Company’s Common Stock
determined as follows:

(a) if such Common Stock is then quoted on the Nasdaq National Market or the Nasdaq
SmallCap Market, then its closing price on such market on the date of determination as reported in
The Wall Street Journal;

(b) if such Common Stock is publicly traded and is then listed on a national securities exchange,
its closing price on the date of determination on the principal national securities exchange on which the
Common Stock is listed or admitted to trading as reported in The Wall Street Journal; or

(c) if none of the foregoing is applicable, by the Committee in good faith.

“Insider” means an officer or director of the Company or any other person whose transactions in
the Company’s Common Stock are subject to Section 16 of the Exchange Act.

“Option” means an award of an option to purchase Shares pursuant to Section 5.

“Parent” means any corporation (other than the Company) in an unbroken chain of corporations
ending with the Company, if at the time of the granting of an Award under this Plan, each of such




corporations other than the Company owns stock possessing 50% or more of the total combined voting
power of all classes of stock in one of the other corporations in such chain. ‘

© “Participant” means a person who receives an Award under this Plan.
“Plan” means this Versant Corporation 2005 Equity Incentive Plan, as amended from time to time.

“Repricing” means any of the following or any other action that has the same purpose and effect:
(a) lowering the exercise price-of an outstanding Option granted under this Plan after it is granted;
(b) any other action affecting an outstanding Award granted under this Plan that is treated as a
repricing under United States generally accepted accounting principles; (c) canceling an outstanding
Award granted under this Plan at a time when its exercise or purchase price ¢xceeds the then fair
market value of the stock underlying such outstanding Award, in exchange for another Award or a cash
payment, unless the cancellation and exchange occurs in connection with a merger, consolidation, sale
of substantially all the Company’s assets, acquisition, spin-off or other similar corporate transaction.

“Restricted Stock Award” means an award of Shares pursuant to Section 6. '
“SEC” means the Securities and Exchange Commission.
“Securities Act” means the Securities Act of 1933, as amended.

“Shares” means shares of the Company’s Common Stock reserved for issuance under this Plan, as
adjusted pursuant to Sections 2 and 18, and any successor security.

“Stock Bonus” means an award of Shares, or cash in lieu of Shares, pursuant to Section 7.

“Subsidiary” means any corporation (other than the Company) in an unbroken chain of
.corporations beginning with the Company if each of the corporations other than the last corporation in
the unbroken chain owns stock possessing 50% or more of the total combined voting power of all
classes of stock in one of the other corporations in such chain.

“Termination” or “Terminated” means, for purposes of this Plan with respect to a Participant, that
the Participant has for any reason ceased to provide services as an employee, director, independent
contractor, consultant, or advisor to the Company or a Parent or Subsidiary of the Company. An
employee will not be deemed to have ceased to provide services in the case of (i) sick leave,

(ii) military leave, or (iii) any other leave of absence approved by the Committee, provided, that such
leave is for a period of not more than 90 days, unless reemployment upon the expiration of such leave
is guaranteed by contract or statute or unless provided otherwise pursuant to a formal policy adopted
from time to time by the Company and issued and. promulgated to employees in writing. In the case of
any employee on an approved leave of absence, the Committee may make such provisions respecting
suspension of vesting of the Option while on leave from the employ of the Company or a Subsidiary as
it may deem appropriate, except that in no event may an Option be exercised after the expiration of
the term set forth in the Option agreement. The Committee will have sole discretion to determine
whether a Participant has ceased to'provide services and the effective date on which the Participant
ceased to provide services (the “Termination Date”).




EXHIBIT 21.01

SUBSIDIARIES OF THE REGISTRANT F
SUBSIDIARY ' + JURISDICTION OF INCORPORATION
Poet Holdin-gs, Inc. ..........~ Delawgre
Poet Software Corporation . . . . . Massachusetts
Verslént GmbH . .. .. ......... Ge_rmany
Mokume Software, Inc. . ... ... California
FastObjects, Inc. .......... .. California o ,

Versant India. .., ........... India \




EXHIBIT 23.01
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our reports dated January 13, 2009, with respect to the consolidated financial
statements and internal contro! over financial reporting included in the Annual Report of Versant
Corporation on Form 10-K for the year ended October 31, 2008. We hereby consent to the '
incorporation by reference of said reports in the previously filed Registration Statements of Versant
Corporation on Forms S-8 (File Nos. 333-08537, effective July 19, 1996, 333-29947, effective June 24,
1997, 333-80827, effective June 16, 1999, 333-43480, effective August 10, 2000, 333-58152, effective
April 2, 2001, 333-67776, effective August 17, 2001, 333-87922, effective May 9, 2002, 333-107956,
effective August 14, 2003, 333-113871, effective March 24, 2004, 333-125368, effective May 31, 2005,
333-130601, effective December 22, 2005, 333-143278, effective May 25, 2007, and 333-152550, effective
July 25, 2008).

/s/ Grant Thornton LLP

San Francisco, California
January 13, 2009




EXHIBIT 31.01

Certification of Chief Executive Officer Pursuant To Exchange Act Rule 13a-14(a)/15d-14(a) As
Adopted Pursuant To Section 302 of The Sarbanes-Oxley Act of 2002

I, Jochen Witte, President and Chief Executive Officer of Versant Corporation, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of Versant Corporation (the “registrant”);

Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
report; -

Based on my knowledge, the financial statements, and other financial information inctuded in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and 1 are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢} Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and 1 have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of
the registrant’s board of directors (or persons performing the e€quivalent functions):

a) Al significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: January 14, 2009

By /s/ Jochen Witte

Jochen Witte
Chief Executive Officer




EXHIBIT 31.02

Certification of Chief Financial Officer Pursuant To Exchange Act Rule 13a-14(a)/15d-14(a) As

Adopted Pursuant To Section 302 of The Sarbanes-Oxley Act of 2002

I, Jerry Wong, Vice Président, Finance and Chief Financial Officer of Versant Corporation, certify that:

1.
2.

T have reviewed this annual report on Form 10-K of Versant Corporation (the “registrant”);

Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit,to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
report;

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

Thé registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrént’s internal contfol over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
guarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of
the registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting. '

Date: January 14, 2009

By /s/ Jerry Wong

Jerry Wong
Vice President, Finance and
Chief Financial Officer




EXHIBIT 32.01

Certification of Chief Executive Officer
Furnished Pursuant to 18 U.S.C. Section 1350, As Adopted Pursuant te Section 906 of the
Sarbanes-Oxley Act of 2002

In connection with the Annual Report of Versant Corporation (the “Company”) on Form 10-K for
the fiscal year ended October 31, 2008 as filed with the Securities and Exchange Commission on the
date hereof (the “Report”), I, Jochen Witte, as Chief Executive Officer of the Company, hereby certify,
pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the reqmrements of Section 13(a) or 15(d) of the Securities’
Exchange Act of 1934; and. .

2. The information contained in the Report fairly prescnts, in all material respects, the financial
condition and results of operations of the Company.

/s{ Jochen Witte

Jochen Witte
President and Chief Executive Officer o
January 14, 2000 v S

A sign'ed original of this written statement required by Section 906 has been provided to the
Company and will be retained by the Company and furnished to the Securities and Exchange
Commission or its staff upon request . . _ . :




EXHIBIT 32.02

Certification of Vice President, Finance and Chief Financial Officer
Furnished Pursuant to 18 U.S.C. Section 1350, As Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

In connection with the Annual Report of Versant Corporation (the “Company”) on Form 10-K for
the fiscal year ended October 31, 2008 as filed with the Securities and Exchange Commission on the
date hereof (the “Report”), I, Jerry Wong, as Vice President, Finance and Chief Financial Officer of

the Company, hereby certify, pursuant to 18 U.S.C. § 1350, as adoptéd pursvant to § 906 of the
Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a} or 15(d) of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

fs! Jerry Wong

Jerry Wong

Vice President, Finance and
Chief Financial Officer
January 14, 2009

A signed original of this written statement required by Section 906 has been provided to the
Company and will be retained by the Company and furnished to the Securities and Exchange

Commission or its staff upon request.
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AVAILABILITY OF ANNUAL REPORT ON FORM 10-K

A COPY OF THE COMPANY’S ANNUAL REPORT ON FORM 10-K FOR THE FISCAL YEAR
ENDED OCTOBER 31, 2008, AS FILED WITH THE SECURITIES AND EXCHANGE COMMISSION
(EXCLUDING THE EXHIBITS THERETO), IS AVAILABLE TO VERSANT SHAREHOLDERS FREE
OF CHARGE, UPON WRITTEN REQUEST TO: SECRETARY, VERSANT CORPORATION, 255
SHORELINE DRIVE, SUITE 450, REDWOOD CITY, CALIFORNIA 94065. COPIES OF EXHIBITS
TO THE FORM 10-K ARE AVAILABLE UPON REQUEST UPON PAYMENT OF VERSANT’S
REASONABLE EXPENSES OF FURNISHING SUCH EXHIBITS.

This annual report contains forward-looking statements within the meaning of Section 21E of the Securities
Exchange Act of 1934 and Section 27A of the Securities Act of 1933. We caution investors that forward-
looking statements are only predictions, forecasts or estimates, are not gUaranlees or assurances of our future
performance and are subject to significant risks and uncertainties. Qur actual results and performance may
differ materially from the results and performance anticipated by any forward-looking statements due to
these risks and uncertainties. Some of the important risks and factors that could cause our results and
performance to differ from results or performance anticipated by this report are discussed in Item 1A of this
report—*'Risk Factors”—which you should read carefully. We undertake no obligation to revise or update
any forward-looking statement to reflect any future events or circumstances or for any other reason,
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